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Phis working paper seeks to provide a framework of reference for 
the Seminar on "Problems and Potentialities of Performahee Budgeting' 'in 
India. Time constraints precluded the writer from making any in-depth 
analysis of the subject and, .hence, the paj^er presents preliminary , 
reactions and questions rather than definitive judgments. 

However enthusiastic one may be about the applicaSion of pcrforman 
budgeting to the Central and State Governments of India, he cannot be i 
completely oblivious of the fact that the thrust for the imple mentation 
of this approach to budgeting has abated ' marlsedly,- In fact, ■ one of' 
performance budgeting’s most articulate exponents observed that such 
budgeting "is in a feeble state with mild support for it at the top 
levels of. the Central Gove rnriBnt." This let dovm could be attributed, 
at least in part, to the tendency for the initial drive and enthusiasm 
for governnental improvements to e\>-aporate, especially if such changes 
are not of a highly dramatic chair.cter. Moreover, the trials and 
tribulations attendant upon the implementation of new practices can 
erode the original interest in, and support of, change especially if 
there have been exaggerated impressions as to either the benefits that 
would be derived or the speed with which they v/culd be realizable. 
Bureaucratic inertia and intransigence are other factors that sohb 
might cite in explanation of the performance budgeting dilemma. 

In .light of the importance of the performance budgeting issue, 
it would be indefensible .to pass, off the current situation with a feeling 
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of resignation or the attitude that things will undoubtedly work themselves 
out. Certainly sufficient tins has lapsed since the adoption of the 
concept to imps.l taking stock of the progress that has been made and to 
determine what changes, if any, are indicated in the underlj^ing concept 
of the . strateg3r and tactics for its implementation. Neither corianitmonts 
already mde to the .concept nor "sunk costs" should be permitted to 
inhibit a re-evaluation of the concept’s viability in the Indian milieu 
as well as the soundness of the measures’ taken to translate it into 
reality. 

The Iferformance Budgeting Concept 

One can well inquire as to whether there have been shortcomings in the 
Way in which performance budgeting has been conceptualised for India. Has it 
been viewed too narrowly as a financial management tool with the result that the 
focus has been on developing the technician's grasp and acceptance and a 
correlative neglect of the generalist? In fa.ct some may feel that a parochial 
approach has led to treating performance budgeting as an entitj^' mto itself 
rather than as a part of the total management sj'-stem. There does not apjpear 
to be adequate recognition of perforiiBnce budgeting as only one aspect of an 
integrated program for managerial improvement. The Administrative Reforms 
Commission reflected some perception on this, score but seamed to viev/ perfor- 
mance budgeting as the ultimate end rather than as one facet of the adminis- 
trative mosaic. The result of such insularity is to iraks perforranco budgeting 
peripheral to the manageixnt process. Professor Walter Prese of Harvard 
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Un±versity, who was consulted sevoral years ago on India's inplerentation of 
perforirance budgeting, warned against making a fetish out of the concept and 
losing sight of "the underlying things that need to be done to give it the 
substance required to isake it effective in a practical sense »" It night be 
argued that, performance budgeting has been portrayed in such a manner as to 
discourage .interest and support on the pfirt of those v/ho are not financial 
professionals but who my have an inportant iripact upon determining its ultimate 
fate. In their zeal to achie’/e performance budgeting, its supporters too often 
give an appearance of being doctrinaire. 

The perfornance budgeting image has been made unnecessarily for-oboding 
b\r using it as an umbrella for discussion of, and instruct ion in, such new 
managerial technologies as network analysis, operations research, and benefit 
cost analysis. The result is a mystique tliat conpunds the difficulty of convincit 
others as to the feasibility of performance budgeting. This is not to gainsay thi 
utility of these rnaljrfcical techniques bu.t it sooriS to ioe counterproductive to 
treat then as integral aspects or essential adjuncts of the new budgetary approac) 

One my even go so far as to speculate whether constantly ijounding away* 
on performance budgeting •per se my not ma'Ks it more difficult to soli the ideas 
which we "paclage" under this, label. Professor Preso pointed out tliat, during 
his work with the U.S. GovernnEnt, real progress was made only after the 
performance budgeting label w§s de-enphasised and stress placed on the 
development of systems which related quantitative data to objectives and 
perforitEnce criteria. What 'we conceive as perfcrnance budgeting night better 



be understood if viev/ed in terms of the keystone of a ixanageiiEnt iniorniation 

system that affords basic data required for the planning and execution of 

programs. 

The tendency to exploit the tern ffperforiaance budgeting" is reflected 
in its use in connection v/ith public enterprises. Budgetary planning a,nd the 
EDasurnent of performance in corporate enterprises antedated the perforioance 
budgeting move oent. Yet soeb- perfornance budgeting enthusiasts seen to 
believe that such budgeting is a recently discovered vehicle for achieving this 
incorporate nanagenent. It seems that, faced vvith the difficulties of 
inplonenting perfornance budgeting in connection with regular gcvernnental 
prcgraEB, its protagonists have cited what has been accepted practice in 
corporate nanagenent to prove the soundness of their cause. It is true, 
of course, that public enterprise concerned, as it is, with social and/cr 
economic objectives in addition to the earning of profits needs to viow its 
performance in broader perspective. 

Those expounding the performnce budgeting concept have i^erhaps not 
have been explicit enough in pointing out that the practicality and even 
desirability of emplojring physical nsasures of output could vary greatly as 
between different types of gcvernment a], activities. Brank Krause, who made 
an early reccrmaisance study of performnce budgeting in India, vfas q,uick to 
point out that phj'Sical measures were not required -for all activities or projects 
and "should be developed and applied to the extent that they are feasible and 
have realistic value to mana^^Eent." Similarly performance budgeting would 
apixjar less threatening if it were better understood that for most govorni'nntal 



activities tliere was no need to undertake 'highly sophisticated accounting in ordeh 
to determine costs of particular services. 

In a country such as India 'where the national plan is of such transcendent ; 
importance it would seem appropriate to. emphasize the potentialities of 
performance budgeting incarryiii;; out the plan. Yet a close relationship does 
not apiA)ar to have been developed; this undoubtedly reflects more basic gaps 
in the integration of the planning .and fiscal processes. As it is pointed out 
subsequently, the team working on 'the reform' of budget structure and accounts : 
is seeking to establish a closer tie between the budget and the national plan. 

Problems in the Implementation of Performance Budget in,f- 

The .preparation of performance budgets by an increasing number of 
Ce.ntral GovernrBnt organizations and scrp State Government departr.Bnts I 

has apparently not meant that the roots of performance budgeting are taking ■ 

hold. These budgets have been prepared as supple me nt-ar;,' dccurents, but 

there is apparently a serious question as to whether the use actually xade of 

then has been corimensui'ate v^ith the tir.'je and effort expxonded in their forrulation. 

It night have been expected that the Parlinicnt would show sore interest hi. 

these presentations especially since the Estimte Committee's espousal of 

perfornance budgeting gave a fillip to the move in that direction. The Coraoittoe * 

expressions at that tine probably encouraged the Adninistrotive RefomB. 

Commission in its pronouncement that such budgeting would "help a better 

understanding and better review of the budget by the legislature." But there is 

a wide gap between w/hat was envisaged and reality; and at the Central level it 
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is difficult to discern any real or continuing legislative interest in the pcr- 
fori-Tance budget. -This leads to the question as to whether further inplerentation 
cf perforiBnee budgeting should not be prirarily on the basis of its being a 
tool for the executive branch and that its legislative utility be regarded as of, 
an incidental character. ■ 

But even within the executive branch one is not certain whether apoi'’ating 
agencies find the perfornance budgets a useful exercise or laerely a ritualistic 
conpliance with the mandate. In fact it would be helpful to ascertain the actual 
use which the Itinistry of Finance nakes of perforrance budgets in evaluating 
the agency's estiEBtes. Can it be argued that the inple mentation of ixorfermnee 
budgeting would have been mch none fruitful if greater heed had been given to 
Professor Fuse's adnonition: 'What is required core than anything else is 
a strong emphasis oh participation and involvement in various phases of the 
inplc D3ntat ion process on the part of experienced mnagemnt personnel 
30ncerned with EBking decisions in the agencies concerned." 

Perhaps the inplorientation has not adequately considered the mass 
3f budgetary naterials arleady iiiposed upon admnistrators and the legislators 
’Old which would undernine their receptivity to additional materials howeve-;' 
nritorious. The deterrdnation of data required for performnee budgeting 
Leeds to reflect a high degree of selectivity so that those using the information 
,re not overwhelmed or confused more than they are enlightened. I/foreover, 
ne may not assume that performance data appropriate for one level of the 
rganization is, at least so far as volume is concerned, suitable for other levej.Ss 



Since mny of the Central Gove rniEnt’s prograris involve substantial 
grants to the States, a thoroughgoing systGa of perforrsnce budgeting requires 
an adequate. flovr:of inforEBtion' fron the States to the Center. Hence, it is 
necessary to realietically analyse the graSsroot inplicaticns of perforrmce 
budgeting in such prograrS' 'and to deteruine ?fhat inter in or continuing ccnprciiise 
my have to be nade in the inpDenentation of the concept. 

. Apropos of perf or nance budget-ing in' the States, the writer subnits 
this suggestion as to a neans for stimlating the interest of state govcmrx-nts 
and better channelling their efforts In this area. Since the Govemnent of 
Tanii lladu has actively been pushing -noves for inprovenent of budgetary ' : 

and other aspects of its financial rianagemnt, would it n:t be helpful to write 
up its experience and d'isseninate this to other ;*\tates? 

Performnce Budget i ng Capabilities_ 

The U.So exTXirience with Planning, Prograircsing and Budgeting Systeri 
(?,P,B.S.) has vividly d enonstrated that, efforts to effect governcental changes 
are prone to be abortive if there is too .groat a divergence betYireen what is 
proposed and existing mnagerial attitudes and degree of sophistication. 

Prank Krause • undoubtedly this very ,mch in nine! ’.-11611 he said: "A successful 
application depends in large degree on the adequacy and effectiveness of the 
csisti^ organisational facilities, on the attitudes of t. p level officials and . 
rospCiisible oix^ratin^j; managers, on the capabilities, of available staff, and on 
the mrner in which the conversion frop existing practices in mde." One 
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individual who has' seaTved as a ccnsulianl: to an Indian otate ’jr^-vum-^-CTnu ■--i-scr'vx.'cl 
that .those at the lower organizaticnal levels are not equipped to acal ’.vxtn 
perforrraice budgeting since they function more as "prcceaure apvliors” raxrxr 
than being concerned with the ’’why and wherefor” of viiat they arc -.oir.iP* 

Regardless of Tdiether one agrees with thisConrent, it mst be conceded that 
performnce budgeting is far nore difficult and mch less productive if m-sningful 
partieipation in it is restricted to relatively few nencers of the crganizaticn* 
Ihere r^ay have been excessive enphasis a,nd reliance upon the financial 
srccialist in the inplecentation of perforrance budgeting with the result 
that the generalist was left on the sidelines. loo often these concerned with 
•a particular techinical or professional area are ptrone tc talk areng, and 
convince, ther^elves with little attenpt tc connunicate with ether who are 
also vitally affected by the natters under consideration. At least to the 
outsider sone perfcrcance budgeting difficulties appear to star.: frer. the 
gap and even antagcnisns between the generalist and financial specialist. 

This mkes for very narrow support of performnee budgeting and accentuates 
the inpress ion that it is sonething superinp-iosed upon najmgenent rather than 
being a highly useful conponent of the total nanr -orial process. 

The Adninistrative Reforns Coimission recongized the essentiality 
of establishing a firn foundation for performnee budgeting and not suix;r- 
inposing it upon inadequate adninistrative and financial nanageEEnt set— u|*l 
”In the departnents and organizat lor® where perfornance budgeting is to be 
introduced, the adninistrative and financial nanageioent system covering 
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the planning, prograniMng, budgeting, reporting and evaluac ion hiould be 
strengthened with a view to adapting these to the requireiBnts of perforinancc 
budgeting." 

The Comission very judiciously reconuBncled prevision for financial ■ 
interchange betvreen the officers of Finance Branches and other branches of 
adninistration., It was obviously aware of the dysfunctional effects of the 
insularity that has too frequently characterized the financial function. 
Vigorous inple mentation of the Conmission's recomrBndations could do 
much to dispel this separatism and to make for a rapport conducive to the 
full roalizat ion of the managerial potentialities of the budgetary and other 
aspects of financial mnagerent. 

Attitudes, values, and environmental factors enter into the viability of 
lierformance budgeting in the Indian setting. The question has been raised as 
to whether, in considering the applicability ; of U.S. iDerformance budgeting p 
experience, sufficient consideration v;as given to diffe -ences between the 
political systems of the two countries. In this connect ion any consideration 
of the U.S, experience should net equate chonges in budgetary practices- with 
the actual realization of significant ixiprovements . Underlying many' of the 
difficulties has been unreceptivity to the chan,--;.:es sought to be effected. 

Role of lerformnee Auditing? in. Performance Budaetm^?: 

One item included in the Administrative Reforas Comis.sicn*s listing 
of the important objectives of perforioance budgeting was: "To render 
tBrf orniance auditing more purposeful and effective." Mich of the v/riting 
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on i^erformnce 'budgeting has understandably focused on the advocacy of 
the concept and the delineation of the forrat and contents of such budgets. 

As has been true generally of the budget process, relatively little has been 
Saidas to the actual aininistration of perforcHnce budgets once they are 

adopted. Hence, performnce auditing has not been explored' inff-eat depth 
from the standpoint of the important, if not indispensable, role which it could 

play in the functioning of a performance budget system. This writer submits 
th£it such auditing is not only an important phase of performance budgeting 
but could facilitate its implementation in a manner that is fully responsive to 
managerial needs and the environment within which the budgeting is conducted, 

A group such as that v/hich this paper is addressed need hardly be 
reminded that the horizons of auditing have steadily expanded so that the 
auditing spectrum not only encompasses checking on financial accountability 
and evaluating managerial economy and efficiency but also ascertaining the 
effectiveness of prograras in achieving extended results. 

The Administrative RefcriiB Commission subscribed to this vrider 
concept of auditing and observed that "it is desirable that the trend towaras 
the institution of efficiency-cum-propciety type of audit should be accelerated 
so as to concentrate on the overall objectives of the programmes and activities 
underta'ken by the administrative agencies." The Comptroller GePxeral of the 
United States is very much in the forefront in this burgeoining of the audit 
function; and he took decisive steps , on this score even before he was given 
statutory authority by the legislative Reorganization Act of 1970 to "review 
and analyse the results of Govemirent programs carried on under existing law, 
including the making of cost benefit studies." 


11 


This rs-chlng out by the auditor lir^s raised issues f:-:: ?/hich only brief 
reference can be laade in this paper. There has been lerhai^ a tendency for ■ 

those shading off the shackles inposed by conventional auditing to shov/ a lack r 
of restraint, practicality, and intellectual laodesty in defining dirr-nsions 
of their "newly clnined freedon". Ifcreover, there is a’ need for greater 
awareness of what ’’broad— based auditing" i3Sans in tei'nis of requisite 
uulti-discipliaary skills. Greater breadth and depth of auditing has ee ant 
that the accounting discipline in itself does not afford, adequate credentials 
for the auditing organization. There is also the danger that diffusion of auditing 
efforts nay seriously attenuate their effectiveness. 

But the prcbleiB raised by the expansion of performnee auditing should 
not obscure the potentialities of this audit facet. It affords an invaluable 
vehicle for ascertainitig how the results (narrow/ ly or bx-oadly conceived) 

Gcnp-are v;ith what was anticipated. In fact, there is a serious question as to ; 
how fx-aningful the installation of a pei’fornance budget can be if there o-re 
lacking the djeuis for methodically chocking on the credilxiity and iriplications 
of , the data generated in the process. 

The performnee audit can well be regarded as conplerontary to the, 
r’Kinagenent inforiration system. The latter should keep mnagerent curiently 
p.ppriased as to the status of operations and their i’elati-.,n to rjredoterr.iitced 
goals or objectives. The performnee audit, cn the oth...r hand, mkes a post- 
review' of the siutation i^ife. systenatic and anfilytical mnner and nay well com | 
up with xncisive insights that would not otheiwise be rcA'caled. At iiio sane time, i 
the audit can subject the □anagorent Informtion systera to continuing scrutiny 
from the standpoint of its utility as a mnagerant tool. 
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The writer has found relatively little reference to the role of perforiiance 
tiUditiag in check in g on the reactions and views of the clientele or custoners 
of the organization. This is an aspect that see ns especially significant in the 
case of governEEnt services, where increasing attention has been directed to the 
adequacy of their delivery* An evaluation of either the managerial or substantive 
aspects of a program in the public sector would have a serious lacuna if it were 
oblivious of the feelings of those sought to be served by such activities! The 
essentiality of this aspect is underlined by the fact that the impersonality v/hich 
characterizes the operations of so mny large, highly proceduralized organizations 
is one of the most disconcerting shortcomings of large scale organizations 
with which we have to deal, Ifenagement can readily become insulated from 
the feelings of the public ; and the perceptive auditor can be a potent force in 
counteracting managerial euphoria on this score. 

A closely related point is the contribution which performance auditing can 
make to ascertaining the quality of the service. Performance budgeting revolves 
around quantitative measures of output and does not purport to deal with the 
quality of such performance* Hence, comparative data which such a budgeting 
system yields on performnfe could be deceirtive if there were mrked variations 
in quality of which those using the data were unaware. The performance audit 
could fill in this void, at least in part, by checking on the extent to Vsrhich 
there have been significant changes in standard of services that are rendered. 
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Iterformanoe auditing needs to, in effect, concern itself with the ^ 

envix’oniaent within which a proz-ran is conducted. Hence, it nay have to 
probe into social, economic, and cultural factors that condition operations, 
IterforEJance Auditing as a I'feans for Eacilitatinp: 

Installation of Perforipance Budgeting? . ■ 

It ni^t be assuned that perf or nance auditing should sequentially follow 
the full installation of a perf ornance, budget. However, this is not necesearil;^ 
the cpiSG, and the "strategy and tactics" of effecting change night rnke it 
advantageous to push forward on perf •.'.rnanco ■ auditing ecncurrently with, or 
even prior to, efforts to formlate perfermnoe budgets and rial® them vital 
conpononts of the nanagerial process. This conports with the concept that a 
basic purpose of the auditor is that of stimLating the developnent and 
mintenance of internal control systems and passing upon their adequacy. 

The auditor can be invaluable in adaiTting porfornance budgeting 'to, the , 
needs and circumstances of the particular organisation and in counteracting the 
.tendency to use "too broad a brush" in the implemntatirn of the perferrmeo 
budgeting concept. The insightful auditor can help to identify ir-nage rent’s 
informtional requirements and to deternine hew they night best be ret. ,• 
Purthernore, the audit process can bo an instrur^ntality for creating a climate 
that is propitious for. the ultimte success cf perforrinnco budgeting. ■ The 
ezisting passivity or, at best, grudging acceptance that now seems to .charactori2 
the performnee budgeting program is hardly conducive to the nurturing cf this 
: lapproaeb.’ . ; ; ' ; ; : . ; d ^ drildddpgnd g d. ; . vg; 



The Internal Audit's Role 


The perfornsnce audit neocls to be viewed fron both the standpoint 
of the Comptroller and Auditor General and the internal audit facilities of the- 
respective agencies. Unquestionably, the GAG occupies a pivotal position in 
determining the fate of performance budgeting because of not only his audit 
responsibilities but the impact which his office makes upon accounting. The 
GAG’S own audits as veil as his st-ance with resixjct to interml audits can 
have a profound eff-ct upon the general tone of p-erformance auditing. The 
transcendent influence of the Cx\G is also reflected in his control of the 
activities of the chartered accountants who audit public enterprises and his 
’’supplementation” of the findings of such audits. 

The very mgnitude cf the increasing audit load - that becomes oven 
noi'o massive as performance auditing is undertaben - underlines the 
desirability of having internal audit facilities that lighten the burden of the 
external auditor by conplenenting his efforts. But the challenge is not merely 
one of av-iding a monolithic audit load and an attendant audit staff of foreboding 
size. The fact that the internal auditor v>rill ordinarily be better versed in the 
intricacies and technical aspects of the erganiz at ion’s op^jrations is of particular 
moment when perforrmce auditing is involved. Moreover, the internal auditor 
can help immeasurably in bringing the audit closer to management and in having 
appropriate action taken on thq^asis of the audit findings. 

The internal auditors could mke significant contributions to the 
collaborative efforts that the Administrative Reforms Commission rocomoended 
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on the part of the Comptroller and Auditor 'General, the Planning Concission, 
the Pinancp Ministry,, and the respect iye aclministratiTO ministries. But this 
posits, afar broader type of internal audit program than the Gonnission 
apparently had in mind when it appeared to define the basic, purpose of internal 
audit as that of being of "great assistance in relieving statutory audit of the 
necessity of detailed checks on individual transactions." 

It bears mention that the Comptroller Genieral of the United States, v/ho 
- as- was pointed out earlier - has, been very much in the forefront iar the drive 
for braoder auditing horizons, has been em articulate advocate of strengthening 
internal audit units that would be concerned with f-ar iiore than strictly fincanci 
matters. More recently, he urged the Congress- ta. g.ivG careful, consideration 
in authorizing new programs, or in-re -author izliifg existing programs, to 
including in the authorizing legislaticn sieecific statutory requirenants for a 
systcmtic evaluation by the department or ardency involved of the results of 
programs in operation." ■ ; . ■ 

We need to be cognisant of the fact that those units carrying the- interna! 
audit title my not be the only facilities for conducting internal evaluative 
studies of nanagbrnent or programs. In fact, sore of the more incisive analyses ■ 
of this nature my be made by units entirely apart from the internal auditor, 
particularly where the latter's role is perceived in strictly accounting term. 

Advocacy of internal auditing should in no way be construed as dovtogi-adinc 
the role of the external auditor, who is inevitably the keystone of an audit 
program. The external auditor affords the ultimate sanction for the internal 


audit and should furnish professional guidance and leadership to the totality 
of the auditing effort. He can bring into evaluations a broader persiDective 
and greater objectivity. ; Additionally, the external auditor can relate the 
D.,(|Q’ncy’s progran and operations to a bacMrcp that encorapasses for more 
than the part icuLar organizations. This is of considerable significance in these 
days of proliferating governrEntal activities that can be overlapping and even 
duplicative. In short, the external auditor is in a stronger position to identify 
possibilities for better coordination or dovetailing of prograias. 

Perf orriance Budget ing for Auditing Activities 

There is a nagging question implicit in the expanding ambit of the audit 
function; the query is especially apposite in developing countries: To vyhat 
extent is it prudent for the functional or methodological expertise required for 
more sophisticated auditing to be siphoned off from the actual administration 
cf programs? Proponents of the comprehensive scope of auditing cannot assume 
that it is such an unmitigated blessing that the use cf scarce resources - 
regardless of their extent - for this 'purpose is always unassailable. 

Tterformnee budgeting techniques can be applied fruitfully to audit 
activities. In fact, the Comptroller and Auditor' General could spur implementation 
of. the performance budgeting concept by demonstrating its use for operations 
that- do not yield physical outputs and where, therefore, the EBaniaigful 
application of the concept requires an imaginative and even innovative 8.pproach. 


■Barforraance Bidget lag’s Progress 

■ At the risk of appearibg naively benign, it can be asserted that 
perforimnce,. budge ting, hovrever agonisingly slo?7 its progress, has been 
a salutary catalyst in stimulating rethinking of the budgetary process and in 
making for awareness of possible improvements. The iiapact of the 
.performance budgeting thrust can be viewed more . broadly from the standpoint 
of the increased momentum it has given to identifying and correcting, short- 
coEdngs in the total area of financial management. ^ For e.x.ample, the 
Administrative Reforms Commission, after referring to the essentiality of an 
"efficient and programme-oriented accounting system" for j^rforiimice:: ^ 
budgeting, directed attention to the pressing^ importance of departrnnts 
having accourt'ing systems that "furnish timely and relevant data and analysis 
in terms of the requirements" of the executive authorities .at various levels." 
The’'Bpill-over" effects of the move for perfonanee budgeting are undoubtcdlj’’ 
spread still more bracdly so that they have been suppor-'-ivo of inprcv'emmits 
in the content and flow cf data required for managerial controls and decision 
making, , ■ 

In assessing the progress that has .been' mnde towards ' more effective 
budgeting, one should not be unindful of the woi'k cf the Team of officers 
(representing the Mnistry of Firjance, the Comptroller and Auditor General, 
atid the Planning Commission) 'Maich, pursuant to the rGcomnendation of the 
Administrative .Ref oraB Commission, has been considering budgeting and 
accounting refor'iss, The-Team has already submitted a report concerning 
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the form and content of demnds ; and it is anticii)ated that the reconmendations 
Will be effected in the near future. As the- lean report points out, the changes 
are designed to bring about the presentation of Central G-ovemment demnds 
for grants in a more compact and comprehensible manner. 

The Team has also prepared a second -report - not aTailable for 
distribution at the time of this writing - that is directed to the accounts, v;ith 
respect to which the Commission had emphasized the desirability of "integration 
of budgetary and accounting classifications .which should reflect the various 
programmes and activities of G-overnment as well as their relative costs in 
an intelligible manner." The Comraissicn also recommended a direct 
correlation between the heads of development adopted for plan purposes and 
the general accounting heads. The terms of reference to the Team encompassed 
these and other Comriission recommendations on accounting. It is understood 
that this second report may be acted upon in time to be impleiaented in the 
1974-75 budget. 

To prejudge the impact of the Team’s efforts ?/ould be presumptuous 
and untenable. However, it is not unreasonable to venture the observation 
that Team’s output may result in significant strides toward better financial 
manage cent. 

Ihrformance budgeting in India has been voritten about and discussed 
at such lengt^ and with such frequency that it could become weighed down by 
theoretical niceties. What appears to be indicated is a blend of the concoptual 
and an ad hoc approach that stresses, adaptation to specific needs and 
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circuinstances. But an even more basic "shifting of gears" that hopefully 
is in the offing is that of constantly relating perfornance budgeting to the 
total mnageroent systen. Such a metancrphosis would re an that 
inprovements would be less pinpointed at perfornance budgeting per se and 
more to mnagenent viewed in its entirety. This night distress s one 
perfornance budgeting enthusiasts, but it would strengthen rather than 
derogate from what is actually achieved. 
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SOME ISSUES IN TRBTSFER OF TSnHMTQIIF.S 



In a seminar on performance budgeting' it is need- 
less dvell r.n definition, scope and purpose* For 
focussing discusslori on the four critical aspects of the 
subject ‘as outlined in the Invitation letter, it is houever 
deslra'tile to' refer to the expectations as regards performanc 
budgeting (hereafter referred as P*E,), "The keynote of 
Performance Budgeting, on .the other hand, has been on 
imp 1*0 vement- of ; internal management on the basis of volume i 
of work to be accomplished (during- a financial year) and 
its cost"* (Readings in Performance Budgeting" by M.J.K,- j 
Thavaraj and K.B. Iyer Ed, P,3). ' (Another writer says* 

"The emphasis in performance budgeting is on accomplishments 
rather than on the means of accomplishments, on the precise: 
definition of work to be done or;. service to be rendered | 
rather than on details regarding_, money spent on several 
•sterns", ("Performance Budgeting in Government" by S,S* 

Fiswanathan P,2), 

Viewed from these two angles, the performance 
budgeting has come none too soon in the search for 
Im-pro vement of analysis and skills for performing tasks 
rather than on spending finances in a year. Performance 
budgeting is no-doubt a welcome addition to the tool kit 


of management, . However,; specialists ln ;P*'B, teni. to 
igno re j though they admit, the relevance of P.B, as 
part- of a package consisting of other tools such as systems 
analysis, netvrork analysis, PPB, CM etc. In _,ot her words , 

P*B# must be consldeered.,' communicated and adopted in 
conjunction \d.th -.rather' than in isolation from other manage- 
ment techniques in an • adminis GratiVG system. Seldom is the 
package of techniques put accross together. Each technique 

is Inculcated in_ isolation. I am raising this point because 
the tr.ansfer techniques and technology in administration is 

part of ,a bigger problem, namely, the transfer of technology/ 
from a developed to a developing society. If. anything, it 
is a more complex problem- than the transfer of .machines 
'and machinery. The skills for operating machines could be 
more easily acquired than the skills, of operating ne-w 
techniques of management. 

. Consensus could be achieved upon the advantages of . 
reinforcing traditional budget systems or even substituting 
or mo'difylng, the traditional budget with, the, P.B. We 
may at this preliminary stage .enquire about the costs and 
the benefits derived from grafting -P.B. oh the traditional 
system: or substituting or modifying the traditional budget with 
the P.B* .We may at this preliminary stage enquire about the 
costs and the benefits derived from grafting i.E-. on the 



tradi tional system or substituting the latter by the former.^ 
Many techniques derelbped ,in a different eeo-psycho system 
may be imported and cadcpted or adapted provided the benefits 
of grafting outweigh the costs. The problem assumns added 
significance if the r*B, is to be introduced in all Instead 
of in a few selected departments and undertakings at all 
levels of Government - Central, States, Local aS well as I 
the attached, subordinate or subsidized organisations of i 
Government, If it is to be Introduced in all Government 
departmonts or Undertakings dealing with Government, it 
appears to be a stupendous task. If it is substituting 
Instead of supplementing the prevailing budget practice, j 
the tasks and costs of training and introduction respectlvell 
would be enormous. What would be the benefits of Improved | 
management in the form of greater economy and .efficiency as ! 
well as welfare; of peorle? Would the costs be worth ! 

Incurring for the benefits that accrue from F.B.? If the j 
benefits are not ■nroportionately high, we may have to I 

entertain doubts about its Introduction. ;j 

More than a mere cos-t-beneflt approach, there are 
a few other problsmS ' for; consideration. These relate to . i 
: the ..as slmllation of f .B, by the people at all levels - 
hl-gh, middle' and low, because ultimately the clerical 
and supervisory st.aff vJ’otCLd be processing the budget 
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papers for finalization O' the upper rrlddle and higher 
levels. Induction and . commitment of clerical staff into the 
specifics of I-.B, is a difficult and cumber some task which 
could not be neglected^. ' 

. Iniintro duping FiB. in public administration three 
questions are, to ' be answered; * (1) Does it increase the 
produ,ctivity of the civil service staff? (2) Could it be 
adapted to the. varieties' o'f tasks in. Government and 
(3) Does it lead' to a further Increase in the dominance of 
the finance. • aMlt and accounts departments? 

Productivitv s The introduction of .a new technique must 
contribute to productivity in the.'i-Jlder sense of the term» 

It may be welfare, efficiency or economy or -any one or a 
combination of them. It may be production of goods or 
services; 'good will or harmony in Interpersonal relationships 
or Interhierachlcal re?.ationshlps or interdepartmental 
relationships. If, from the adoption of the new technique 

or modification of the old system in the light- of the new 
technique, there is no tangible increase in administrative 
output, P.Bs could be regarded as an irrelevant technique 
to the Indian eco-psycho system. 

iMietys For a layman it appears that the F.B. could not 
be uniformly applied to the various functions and tasks 
in the diverse organisations of the ■ Government. Production, 
social service, research and routine functions of public 
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adirdni strati on demoni meaningful adaptations of P.B, 
to yield fruitful results. ' Jne may as well as raise 
the question v^hethor it is relevant to introduce P.B. 
in all activitios of Government* whether revitalisation 
of traditional administrative techniques , such as detailed 
estimates of projects or programmes and close supervislan ; 
of their implementation after sanction, would not yield 
the same rosults -as P.B,? If so, is it necessary or 
desirable to introduce P.B. except in areas where it yieLds; 
most beneficial results? ^ 

Dominance : iilready in public administration the dominance ; 
of finance, audit and accounts departments has deleterlcrs j 
effects upon the working of other departments , of Goveni- | 
ment. Virtually all activities in Government hinge upon 
the healthy role of the finance personnel. Prior sanction,] 
instalment releases with scrutiny of operations so f nr : 
executed and post- completion audit sake programme- exccubi' n.: 
secondary to accounting and audit. The roles of these 
departments are no doubt essential fi^r fulflllng the 
trusteeship principles an-1 parliamentary accountability 
of public finances. But the inflexible and uniform ' 

mmner in which the clerical staff of these departments, i 

hold Up papers for "technical" lapses often paralyse the 
administration and contribute to delays and consequent risa 


.ov’n quo'l;-.! 'cc olma: .:,ce J 

‘ ■ .. ^ ■■■■■ A,..,,'.:.,.' 

'Gecnrii one "■’ou.c. osrrome; c-;/oiU';.tCoioi:,a.i.s 

; -I- ..A , A a-^a- ,■ a;: ■■■■a-'A'^V^-.-.a; . ■ 


'otlA C hsppGilC* Oil© 11©“ 


to ’le achicrecj Dp 


'I'To.:. rAArG ■ aii'Acloiv';:'’' aui. eeor.omy wiiica are oougAiM 

,AAaV'' ti' :A ■" •' ' A-'. /■ ^ ;■ . 4 ■ 

17 file aei' ‘'AecI'niqu©ri are often defeat©! op 
the poreonnel vl.^o tae ■ iieif" techniques • of manageiiient 

to srf- ti.tfA’ niAc-er:' to.Vidlng and con'^enlence, Uncler ©tan ling 
often oaivio” do A-ap-.’o“''--'c. dpeaur.o the personnel may not 
irolcome th? oianire; On vnider-Aruanding'-iriny be distorted in 
common! ©a tic r. and ivhit’ tie- managers, aspire to aebieve 
might in pmcAr.ioc be" aefeatec bp the snborilnate stafit, 
•Public ab.miniotnatiion sii::‘ferf.i frxim’ bho malad:.' of rod tape 
due f i"iuerson.aiity^ ancirmnity. Xalad;'rstmer.t of 
technicAaes take-:; place bocar.se of the iiivdlfference and 
inertia of the clerical 'staffs Possibly, the efficienc- 
of tr chni q':© cf 'f'" “nAgn bndeeoifp t«d.ll. in practice 

bs'ilc bcttir tiian fao provalling traditional technlqiioc 
because the eco' -p-sycho ethos, does not permit it to be 
■betterr; or because the other tools in the neor management 
.pai'Okage are^pnot pursued i'^ith e.Qual^ 

':£,b.r9auorattb' Bt fe-dgswid f e rfor-gia noe , Budg.^ti;, ig.,, 
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Either because they feel that their services 'will be 
regarded as redundant or because they will be treated 
as obsolescent, there may be ■resistance to introducing 
new techniques In' Administration from older civil servants. 
Politicians also may sometimes resist ' changes. They may 
find the prevailing systems' of budgeting and financial 
control not only familiar but also flexible for 
satisfying their ov/n conveniences or constituencies. 
Political and bureaucratic wings may together resist 
the demand for Improved techniques in management such as 
performance budgeting because" P.B. may act as a hardship : 

on both separately as well as collectively. Studies ; 

in organisational and administrative behaviour point to 
the tendency on the part of managers and subordinates to hav 
Informal group relationships both horizontal .and vertical. 
There may be parallel informal groups among specialists, 

. and professionals besides administrators. Very few 
employees in an org-anisation would welcome the introduction 
of systematic methods': that set detailed targets for thoir 
■ work or measu.re 'OUtu.utS' of their work in the Secretariat 
or in the Directorates. These. predlspostiDns co'uld not 

be brushed, osI.'Ig or wished away, Hhat kinds of methods 
be adont'^d for the Introduction and Implementation of 
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performance budgeting i-o.hnlques in +'he staff and line 
organisations of Government departments in the face of 
the propensity to resist the sj'-stematic methods of work 
measurement, deserve to be explorecu 

Both eco-psycho ethos, and politlcal-bureaucratic 
ethos might not necessarily favour the systematic 
appli cation .of , performance, .budg,etin,g,;. ;Thls may be 
regarded as a cynical observation, 83^111:) at he tl c cjTiicisra 
may have a constructive . role to play provided, enthusiasm 
Is tempered bj'^ enllgh tenment^ The strategy for intro- 
duction and implementation of performance budgeting in 
lublic Administration deserves to be properlj’" devised 
by taking into account the factors mentioned abcve„ 


and 

f.ro 

is 


The foregoing analysis . may^ appear- pessimistic 
^raay prognosticate doom_sday for P*B, Far is this 
m. my mind* My int-'-ntion in rai,sMng these problems 
to forewarn the preachers and teachers of ?.B„ 


from taking a leap: in the ' dark, lie are happy that they 
have invited possible lines of criticisms and resistances 
so that they could plan a systems strategy to ensure 
its success, ..The traditional system, of budget suffers 
from obsolescence of time, purpose and fmction. It 


continue.s t^thout radical change on account as much of 



^ 
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indifference to results as of inertia to innovate in the 
field of public administration. Ad~hoc changes have 
created a myopia of improvement without effecting 
improvements. Any reform in budget must take into 
account the overall system of administration as well as 
the discipline in public administration. I am sure that 
colleagues in the Institute and outside are fully aware 
of these points and that while recommending the new 
technology of financial management they appreciate the 
indigenous eco^psycho system, the political - bureaucratic 
ethos as well as the capacity of the personnel to 
transfer this technology and to operate it at different 
3.evels and in different areas of activity with 

imagination and effectiveness. Three important 
ingredients for any reform are cognition, communication 
and commitment to conduct the new technique with sjnmpatheti 
imagination. Whether these are too much to 'demand, 
time alone can decide. 
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PARLIMENT MD PERFORMMCE BUDGETING 

Lord Bridges in his book ’The Treasury* 
said: "Whatever else a Government may or may not do, 
one thing it cannot avoid doing each year if it is 
to continue to exists and that is to obtain the 
authority of Parliament to raise revenue to meet 
expenditure? which is done by the Budget and the 
accompanying Finance Bill", 

In India the Government is bound by the 

Art»112 (1) of the Constitution to place before 

Parliament its ’Financial Statement* every year. 

Arto 112 (l) lays down inter alia that 

"The President shall in respect of 
every financial year cause to be 
laid before both the Houses of 
Parliament a statement of the estimated 
receipts a^d expenditure of the 
Government of Lidia for thab year". 

The annual budget is designed to secure 
Parliament’s approval to the projected expenditure and 
to raise revenue to meet that expenditure. With the 
increase in the activities of government and the 
governments taking over the role of a welfare state, 
the budget is not only a statement of financial 
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activities but is a significant statement of 
Government's policy and the major instrument for 
the expression of Government's programmes for economic 
development* In view of the vital role vrtilch the 
budget plays in the economy of a welfare state, the 
legislators and the citizens are more than ever 
interested to understand from the Budget what the 
Government is doing, what it plans to do, how it is 
doing and with what cost* 

The budgetary process can make for better 
understanding of Government's programmes and policies 
if it is reviewed and reshaped to suit the requirements 
of the times. It was for this reason that the 
Parliamentary Committee on Estimates in its report 
in 19.50 observed; 'The system’ of accounting and 
budgeting r. . iiave had its advantages in the past, 
but it appears so involved and cumbersome that a 
revision of. the existing system 1$ urgently called for". 

The Committee, therefore, recommended that a 
committee consisting of the Budget officer of the 
Government of India, a representative of the 
Comptroller and Auditor General of India and a member 
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of the Estimates' Committee, he const! ''utel to 
examine the whole matter thoroughly and to report 
to It on the improvements that could be made. In the 
existing system. In pursuance of that recommendation a 
Committee was appointed to suggest changes in the 
form of annual Budget and a result of suggestion 5 made 
by -that Committee several changes were made in the 
form and contents of the Budget, The Budget with those 
changes emerged out to be more intelligible and 
informative. 

Again in 1957, the Estimates Committee when 
it went into the budgetary system of the Government 
felt that the Budget still did not serve the purpose 
which a modem Government Budget was intended to. To 
emr-hasise importance of ’Performance Budget’ the 
Com,mittee stated^ 

’’The country is at present engaged on the 
Second Five Year Plan and. the prosnectlve planning for 
the third Plan will shortly be 'under way. The essence 
of planning, is to define the goal to be achieved, 

■ assess the r-esources available and to select from 
among the. numiber of programmes particular schemes ou 
programrnes which can best help to attain those goals 



speedily, ils pointed, out earlier, the budgetary 
process can make for better informed Judgements concern, 
ing the allocation of Government res.ources and 
encourage a more effective use of resources devoted to 
particular purposes. It can also provide the occasion 
for periodical reviews and reas ses sment of community 
needs and resources. It is often considered that the 
performance-Gum-pro gramme type of budgeting is an 
important tool both for the Executive and the 
legislature in making such reviews and evaluation in 
reaching correct decisions. 

The performance budget is a budget based ori. 
functions, activities and projects which focus attentlo: 
on the accomplishments, the general character and th.-' 
relative importance of the work to be done and the 
services to be rendered rather than upon the means 
of accomplishment such as personnel, services, supplie.: 
eq’Jlpment, etc. Under this system the functions of 
various organl satlonal uni ts would, be split into 
programmes or activities, sub-programmes and 
component schemes, etc, and estimates would be 
presented for each. Before this Is done, the schemes 
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programmes have to he set in terms of 

measurable end-products which may differ from 
scheme to scheme, costs would have to be carefully 
determined for each and targets in physical and 
monetary terms would have to be fixed. This would 
facilitate a revlevj of the performance and of the 
proposed programme and consequently for decision 
making at a high level and is particularly suited 
to the requirements of over-all budgetary planning. 

It is recognised, however, that the budget must also 
serve management purposes at and below the departmental 
level.". The performance budget does not, therefore, 
rule' out the existing accounting budget which is 
necessary for control purposes. In fact it would be 
considered more or less an additional ’activity^ 
statement representing the information scattered 
over a number of budget documents or supplementin.g 
the’ annual reports, and split in terms of programmes, 
'sub-pro grammes , projects, component schemes, etc. In 
this sense it may be said" that’ the performance 
budgeting does not Involve a radical departure from 
the existing budgetary niethods but only a 
reorganisation of the existing: procedure to meet the 
requirements of the changed circumstances. 



6 


In view of the foregoing it is obvious that 
the performance-cua-programme. system of budgeting 
would be ideal for a proper appreciation of the schemes 
and outlays included in the budget, especially in the cas 
of large scale developmental activities”. 

Md recommended: 

”The performance budgeting should be 
the goal which be reached graduall^^ 
and "by progressive stages without 
any serious budgetary dislocation”(x) 

The Government while noting the suggestion of the 
Committee indicated that the possibility of 
introduction of perform.ance budgeting was already 
under examination and that the feasibility of the 
technique would depend upon the outcome of the 
examination. The Estimates Committee reiterating 
its suggestion in 1959 expressed the hope thab the 
1960-61 budget, would be a performance; budget , partly 
if not wholly. 

The Administrative Reforms Commission als;'' 
stating that' one of the main purposes of performance- 
budgeting is' to facilitate better 'appreciation and 
reviev;r by the Legislature' recommended that 

(x) . .See 20th Report of Estimates Committee 

(2nd Lok Sabha) paras 19-21. 
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’’the departments and organisations which are in 
direct chajcge of development programme should 
introduce performance budgeting". 

It is a, common knowledge that the 
Parliament and its Committees mostly depend ur.)on 
the information furnished to them by the Government 
agencies and departments. Innual Reports and /iccounts 
which, however, full necessarily omit a great range 
of Information required for satisfactory judgement. 

If to-day there is a great deal of criticism of 
Parliamentary institutions and there is growing 
disappointment with' Parliament, it is on account of 
the fact that the flow of information to Parliament 
is Inadequate and behind hand. If the Parliamentary 

democracy, rule by enlightened discussion, is to 
survive then the Members of Parliament must be 
provided adequate and intelligible information about 
government's fiscal activities through the 
media of in nual Budget. 

Apathy of the Government -to the provision 
of adequate data to the Parliament is perhaps the 
reason for non-adop tlon of perfo rmance budget which 
the Parliamentary Committee suggested in 1957, 



If ' the Parliament is itself keen to be fully 
informed about the Governnent operations, the 
efficiency with which they are executed and what 
they cost to the public exchequer, it must insist 
on the introduction of Performance Budgeting, It 
must not leave to the discretion of Government 
its right of being inforffled adequately and 
properly. Unless the Parliament pursues the 
suggestions of its oxim bodies - select committees 
it ' Shall remain as ill-informed as to-day. It is 
satisfying to note that the Estimates Committee in 
its latest report (1972-73) has again recommended 
that concrete action should be taken to see that 
Performance Budget is prepared by all Ministries/ 
Departments who are charged with developmental and 
other Flan activitiesi>*^ 

Nearly twelve departments of the 
Government of India have already started preparing 
performance budget and submitting that to the 
Parliament. The Parliament and its Committees 


(*) See 24th Report of Estimates Committee 

(1972-73) p.:2l.: 



should evaluate those budgets and ;|udge how 
far they serve their purpose. Only when the 
Parliament makes use of the performance budget 
documents their importance would be realized and 
the technique of performance budgeting would be 
perfected and applied to the other dipartments, ' 
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PerforniarK^e Biidgeting & Policy Analysis 
JoG-* Krishnayya 
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Summary: Performance Budgeting is usually seen prirrarily as 
an element of a Control System# ©lis may be one function^ 
but another very real Talue of incorporat ing output measures 
in budgets is the evaluation of alternatives vdiich this 
permits at the s^rrategic level vdiere the relative emiiiasisi 
being given to different .prograirmi^ s (in different ministries) 
should coiiB' under examination in terms , of their end results# ■ 

' 4 

This essential policy revie'" and analysis can be done only 
in an unsatisfactory _ad _homineni mmer without perfomEiiice 
budgets . 

1. 'Budgets' are inforne-tion-models of real programs & 
activities. SometinBS they provide a picture only of the 
movement of cash, sometimes of financial obligations and some- 
times, in enlightened republi-cs, of cctual happenings. In all 
cases they represent one aspect of an inforirat ion system. 

2. The aims of "Information'' Systesis depend a lot upon the 

view point of the speahsr. A jmn rigiit at the firing line | 

needs to loiovv in detail how fast his resouT'cos are being 

depleted and w7he re current difficulties are being expeTienced ' j 

and who needs advice or supp^ort . oOtKOne r^spcnsible foi- ; 

support of the front lixie needs to prepai'e supplies that he i 

jaay be called upoxi to rake, and needs .to .know, within his ; 



sector^ what readjust'Tent of dii’oction and iiuin'ber of liis forces 
will te needed to achieve the objectives provided him for the 
current period. At the top of this chain of comiTand, orders 
have to be given for the next period's provisions and the 
awards and rewards and punishments handed out to officers down 
the line to ensure that morale is supported and errors corrected 
in futiire . In addition, an evaluation of current tactics (^•'Ocedu 
and equipnent must be made, improveiiBnts defined and the training 
for their use specified and scheduled. 

Jh In the little description above, which applies to any 

purposeful hierarchic organisation, the r'eader can clearly 
see the (partial) role of performance budgets at each point 
in the hierarchy. Principally, performance budgets provide an< 
effective control and motivational tool to managers at all 
levels, Over the short run future. 

A. Iiiiproyement in proced’ux-es or changes in equipment 

require analj^'ses and direction from outside the system con- 
trolled by the Performance Budget, And, unless PerforiimncG 
Budgets exist in other units, it will not be possible for such 
analysis to be given effective direction. On the other hand, 
if Performance-oriented information systems exist in other 
biireaux/divisions, it becoEBs possible for the next lovel system 
to seaxch for comparable input-output coefficients, hopefully 
not just in money tornis byt ineluding also itif ortTat ion on the 
quality of manpower used and on the local environment. With 



this inforaio.tion in handj aTj.:ilysts can study the pnoce dunes & 
tools or equipirent for possible inpro-reiiBnt. 

5» So far the discussion has been restricted to the Hcjiage- 

iTEixt of the process of achievirig given ends by given xceans, which 
is the function of the "bureaucracy". It is rsj contention that 
the jjiformtion generated by the process of preparing perforioance 
Budgets can be used also by Policy cnalj^sts to study in. a constructiv 

iin,nner the overall picture cf public expenditure related to the 
saEB end in different sectors and to providej-ntelligent and intelli- 
gible criteria for improving the pz-ograiamix. This is not to say 
that such policy analyses are c,apable of specifying the relc.tivo 
importance of different programmes, especially when the tirn 
profiles of program costs cand benefits differ widely*. They can 
certainly help with the design of mixes, of progr.rxiB v/hich ccjc be 
considered Eeture, 

6. jhi easy-to-accept illustration of this type of policy 

analysis is in the design of a mix of incremental investment in 
Canal, Bund and Well irrigation in a specific region. Such 
analyses and the policy deciBiens they xrsy lead to can be of 
substantial benefit if they direct EX'a'e fiiiids to the investment 
•which is iiicreiBntally mure productive- for that region- >Such 
■analyses are possible even today, of course, because budgeting 
lie Bost IWD departments has been ’pro ject t oriented .and therefcrc 
ah in to performance budgeting. 



Oonclusion 


If perfornance budgets beconie anorrn for all the govern- 
ment prograEB related to soeb single (industrial sector or) geographic 
region, it will be possible to make increasingly better policy 
decisions at the level of allocating resources to different prog- 
rammes bearing on that (seetorci’) region. Recent debate on improve- 
ment of Education in rural areas, on rural housing, water supply, 
transport, etc. are indicative of the fact that mere efficient 
management of progi'amEB activities is not enough in a condition 
of rationed re source s ; there mst also be a provision for weighing 
of the allocations to each progranme. 
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Suhiect PERFORMANCE AUDIT AND PERFCKMAMCH 
BUDOETliii OF RUR/VL ELECTRl'cIATlOM 
PRC~'"ofS~~ 

Rural Electxitfficstion proiects lend tnemselves 
easilv to application of tne tecnniquss of performance 
budqetinq and performance audit since tne performance 
standards and ’Measurements in respect of -tne proiects 
can without any dif-f^icult be put in quantitative terms 
both in reqard to physical as v-jell as financial achievements,, 
The Rural Electrification Corporation wnich aives lonq 
term loans to tte- S+a+e Electricity Boards for Rural 
Electrification nroiects has evolved a metnod.of concurrent 
performance apnraisal +o ensure that we have ’’value for 
the money" spent. 

2. The Rural Electrification corporation wnich is 

a financial institution functioninq as Public Sector 
Undertakinq has the followinq mein objectives 

(1) To finance rural electrification su.hsmes 
in the country. 

(2) To subscribe to special rural* electrificaticn 
bonds that may be issued by the State Electricity 

conditions to be stirulated from time 

tot ime , 

(3) To promote and finance rural .electricity 
co-oneratives in the country,, 

( 4 ) TO adpinister the ironeys received time to 

time from -fhe Government of India and otaar sources 
as arants or othotwise, for .nurnose of finahcinq 

rural electrification .scbem.es in., the country in qeneral 

’ me cll^ 'P: i: T i 
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The RTC has been established in lo69 and out of 
the total outlay on rural electrification in tne country 
durinq the 4th Five Year r>i3n about one fourth has been 
channelised through the RFC, the execution of the projects 
beinq undertaken by the State Electricity Boards, Thus 
the Corporation has so far sanctioned aboht 350 Rural 
El^'^ctrification Schemes valued at T'!. 2Q0 crores. Before 
sanctionina loans to the o-tate Electricity Boards in 
respect of rural electrification projects, the Corporation 
insists on the formulation of the schemes on the basis 
of '’hroiect Rp’^roach'" with particular emphasis on area 
development and growth in aqricultural production. The 
thrust of the programme is thus the enerqisation of wells 
with a view to maximising aqricultural production, 'The 
Corporation also ensures tnat the schemes are financially 
and economically viable over a period of tim.e. 

3. The project reports in respect of schemes 

financed by the CoiPora‘*'ion are require i to contain a 
time-bound construction programme which gives in detail 
th<^ financial outlay per year for the construction period 
v/hich is generally 3-5 years - and also the units of 
construction envisaged per year under the different 
head inns viz. 11 Kilo-volt lines, Low Tension Lines, 
fra ns formers, service connections for agriculturists, 
rural industries, dem.estic and commercial connections, 
etc. This construction, programm.e, giving simultaneously 
in physical and financj.al terms the standards to be 

Rontd/P. . .3,. 



scinivod by the HlectTicity hoards in rss’"‘-ct of 

The nroiects for a reriod of 3-5 years, can be reqaxd®d 
as the ■perf oixmance tarqGt fox the Electricity Board so 
rox as each individual cxoiect is c'^ncexned, 

d. Til? loan qivsn by the Coxr-nxotTon to the State 

Eloctricity Bo.ards for each nrodect is disbursed in 
3v.5 instalnients in accordance with the requirements of 

each year with reterence to the construction programme 
oncludina i-n the pxoiect report as. stated aV-ove. While 

the first instalment of trie loan is qiven on the basis 
ot the sanction of the proiect ani comTiletion of the 
nocossary leqal formalities, the ssbon-d and subsequent 

instalments axe released bv the Cor'^oration to tne State 
Electricity Boards only on satisfactory. perfoiT''ance 
v/itri reference to the yearly targets given in the con- 
struction ’^roaramme.' For this nuroose, the Cox’^oration 
ha:s a, system oT *^erio'lical monitorinn of the proiscts 
under execution by tearps consisting of technical- 
( enqineerinq)- and accounts of-^icials. "^hese ioint 
teams T'erio.dicallY conduct a rerform.anca audit of tne 
prov-^cts under constiuctlonand by visit to the schem.e 
areas and scrutiny of the accounts xe'cords evaluate the 
parformarice in physical as well as financial terms and 
iudqe whether a^lequate ’* value for the money” spent has 
b.oen f or t he om in<i . It is only vvhen the results of the 
porformanco au!it inS''3ction are satisfactory that the 
second ■( an-'' subsequenf ) instalment is r: leased by the 
Corporation to' the Ftate Electricity Boards. 


Oont'-l/c. ..4. 



5. . Thus, the RET is attemptinq to relate 
performance audit to ■^ he. actual release of loans to 

the Electricity Boards sn^ ttie nrincinles to be qenerally 
foil owed in 'conducting performance audit - i^iz, that, 
firstly, the performance audit should be done on a 
concurrent basis an^'’ not be iust a '*post-mortem’^ analysis, 

secondly that it should be done jointly by the Technical 

an'^ Accounts Officials ( an'’ n-^t by i\uditors only ), 
thirdly tha+ it should serve as a management tools for 
proiect imnlementa+ion ( and not be on academic exercise)- 
are all beinq o’''servsd in practice to a larqe extent. 

6. A detailed and concurrent performance audit 
conducted in tbe above fashion naturally throvjs up a 
number of diff iciencies in. the project implementation by 
the executinq aqencies, namely, the State Electricity 
Boards in this case,. Thus, in certain cases the manaqement« 
inf ormiation-system and reporting is found lacking 

while in certain other c-oses, the physical .performance 
is found lagging far behind tne financial performance, 
i.9.. the unit costs have gone un very high compared to 
the estimates. This leads to the question of introducing 
of adequate _ cost-control tecnniques by the pro.iect 
authorities. In a number of nro-iects, it is seen that 
while the nsrfoimance in raspsct of 11 Kilo-volt ' lines, 
transformers an'’ low tension lines is satisfactory, the 
service connections, especially the number of wells to 
be energised, which, in fact, constitute the principal 
end-results of the projects ^nanced by the REG, are 



rT’Uch >'G hind the tsrqe.+ted quantities. This in turn 
I'-^ads tn an enquiry about tne area development '^roqramme 
in xes'^'Sct of tne scheme and the co-ordination ( or the 
lack of it ) amonq the various develooment agencies working 
in th<= area like the -Tgricultural De’^^artment , institutions 
nrovidinq fertilisers end irnnrovod seeds, credit, 
institutions, etc. The deficiencies highlighted during 
tne 6nurso of performance audit are taken up by the RBG 

vrith the State Electricity Boards and other concerned 
departments for necessary action. 
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Budget and Budgetary Control are vital tools for IfeinageiiEnt 
Planning and Control. t ■ 

Phis vital tools htis so far been coneeived only in financial terms. 
Ihe financial accountability is usually the overriding considera- 
tion and. this permeates the entire budgetary process. 

ilniphasis is based ira inly on the obsorvance of appropriation 
limits. This system of budgeting does not provide information 
on what .a company is actually do:mg and v'toat it gets for the 
money spent. 


.m many cases, the physical porformance camicit be linked diroctly 
with financial data, as they appear in 'lie budget or in the accciaits > 


The use of iierforEsnce budget has been developed essentially in 
I'espcnse to correcting these situations stated above. It is intended 
to highlight rE-inngeEEnt considcra.tions in budgeting and in d . ing so, 
bring cut the nest significant, economic, financial and physical 
aspects of the budgetary activity. 


PIB is the one which presents the purposes and objectives for 
which funds are requested, the parts of the prcgraroire proposed 
for achieving these objectives and quantitative ’data aBasurin.g the 
acccmplishrsnts and work perforned mider each programre. 

For effective working of the PPE, :the system of accGunts and 
financial classification shoulcl \.'e br.'.ught into line ’with PPE 
classification. The classif icatien structure for PEB would , . 

involve the following: 

6.1 Functions - Broad grcuptifigj of uror.ations that arc directeu 



toward acc'..,rjpli3hing .a major 
Prograrrios - Broad o.ateigcrior; 
identify tlie end -products. 


P’urpoor; of organisation 
; ’■.'ithiti .a function that 
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Activitiv;;’. - Segmeints of a pr-cgrai inii that tlentii''y homo- 
genoous t 5 g>-;D vf work carried ::ut by subsiliar;/ dex.arfc’-ei.t.” 
to jm'vdiuce end-products. 



SHQRTGOMm B? BTIDG-ES MUBIG-EISHT 


By 

I^of. S. Ranaswariy 
HIT IE, BoEbGy-400 087 


A significant characteristic of planning diiring the last decade as also fne 

ne;- fc decade has been the inpoitance accorded to the public sector* The 

grt: ill of the public sector has become a doninating factor in the deveio- 
prent process. Durhig the Inst decade, ;'u'blic outlcy^s have increased 
significantly not only in India, but in rany developing countries, bringing 
in their v/ake many inport fait structural changes. It ".’culd be therefore 
only logical to expect that management considerations should, be of 
eninent importance in budgeting, and that the bud.get should be so devised 
as to highlight the Oiierational characteristics, both physical a,nd financial 
of any given pro,gramr:0. 


The estics-ted outlays fron the "first Five Yeai'" plan to the "fifth Five 
Year Flan" are t.abulated below: 


"give Year Fleuis" 
First 
Second 
Th ird 
Poui’th 
Fifth 


"Outlays" 
FlS. 1600 crores 
Es, 3ICG erores 
Hs, 4100 erores 
Hs . 8980 erores 
Rs. 51 ,1 65crores ■ 


The "Fifth Five Year Plan" now' being finally approved by the Union 
Gabinet envisages 29,745 erores in Fab lie 2 act or ana Rs,15,u70 erores 
in the Private Sector, and the develcpnent outlays in .public sector 
Rs. 5, 650 erores. ■ 

In many industries in the public and' Fuivate sectur, budgeting is ccn.n ivn... 
Largely in financial teri.TS. The financial accountability is usua-tiy vfc-c 
over-riding: ccinaideraticn and this ijurrreatss the entire ouagetary 
Emphasis is placed mainly on the observaiaee of app-uo print ion lirdts. 

This system of budgeting docs not provide .inforirntion on vhat a oenpurn;,' 
is actually doing and what it gets for the raney spent. It r’uy b-' pc,:.s:i:'l; 
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to compile such inforEBtion .from departrental reports and other docu- 
rsjircs but in rany oases this information cannot be linked directly with 
financial data as they apinar in the budget or in the accounts because it 
does not constitute a basis for budget rTanager.nnt . 

An ''Over simplified’' budget conparison in respect of a business ray look 


like this : 




.Budget 

Actual ‘‘ 

Gain 4-/loss- 



Deviation 


Rs. 

' ' HS'.: ■ 

Es . 


25,000 

19,000 

6,00C 

Sales 

20,000 

16,500 + 

3,500 

Cost of Sa.les 

8 

o 

2,500 

2,500 

Gross Profit 

800 

Y Ou 4- 

100 

Selling Cost 

600 

550 - 

50 

Bistx'ibutioii Costs 

400 

450 - 

50 

Adnin. Costs , 

1,800 

1 ,700 4- 

100 

Total 

O 

o 

C\J 

800 

2,400 

Net irofit 


the heed roe DEFDJ3EG ACTIVITY 

lEVEL 


But we mat 

then 'becoxB even b 

ere conplex 

than thia^ because our 

"Eudge-t" will probably be fer i 

a diffeixint 

level of activity than that 

actually achieved and so we mst introduce 

i yet a forth c:.^lurnn and a Is 

an activity lejvel in some suit, 

able unit : 


Budget 

Budget for 

Actual 

GainVloss - 

, .Actual level 
of Activity 


Iteviatioin 


o 

C\i 

200 

200 

- Activity level 

(Tons) 

,Rs. ■ 

' ^ES. . ' 

Es. 

Es . 

25,000 

20,000 

19,000 4: 

1 , 000 Sales 

20,000 

16,000 

16,500 - 

50a Cost of Sales 

___S000__ 

. 4,000 


1,500 Gross Profit 

800 

V ‘ao 


60 Selling Exrx'nses 

600 

V 480 

550 

70 I) is tr ibut ion 




Expenses 

O 

o 

E 400 

45a 

50 Adnin. expenses 

■ J,800 

%520 

1,700 - 

• 180 Total expenses 

_J5_200_ 

2,480 


■ . Net Profit Before 
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Activlt\7' Level 

(Note: Y s Treated as Variable. i,e. Budget for 

Actual Level of Activity =s 200 

2,50 ' 

. F =2 Treated as Fixed i.e. same anount Regardless 
of level of activity.) 

Ve can now see that the difference between Cnluinn l(Rs.3,200) 
cjid Colunn 2 (Rs.2^480) is the profit we have lost because our 
level of activity was So tons less than forecast (Rs,720). 

fjid now, the comparisons between Column 3 and Coluiiin 4 are valid 
reflections of our lower selling prices, and. lower Cost Effl-ciicncy 
as compared with adjusted Budget figgu res appropriate to the 
200 Tons vre actually sold. , 

The use of programme and oerfomance budgeting has been 
developed essentially in response to the need for correcting 
this situation stated above. It is intended to highlight 
ria-nagement considerations in 'mdsTeting and in doing so bring 
^ut the most si .^n.i fi cant, economic, financial and physical 
aspects of the bu i. ge t ar activity. In budget managment, there 
are three sets of interrelated con slier a.tions. 

In the first place, under this approach, meaningful pro^'raimees 
and activities are established for each fu.nction to show clearly 
the work n’:jectives' of various functions, Sec'-'ndly, the sysoo'-i 
of accounts and financial management are broualit into lj.ne 
with’ this classification. Thirdly, under each progrcanmes anr’’. 
for its ope rati on’al subdivisions, action is taJven to establish 
prd grams ,and work measures that are. useful for evaluation of 



'' 3 rfo rroajiG8 , This shows that ■oerforman-cs budget; is on© 
wriich oresents th© 0111*00.303 and objectives for 'which, funds 
"•re requested, the p.arts of the prograKime proposed for 
oh levin. q these objectives and qu.antitatlve data neasu ring; 
aeconnlishnents and work nerfnrmGd under each nrogr amine", 


Th:.i our'oo so of doina something and the cost of doln,p it 
a:. ' the twli/considera.tlons i*ihich .are indivisible and 
.in 11 seen sable to the most effective system o.f management, 
''no calculation of co st in such a system, hoi'iever, must be 
c"'iceived in terms of actual rece.int and use of resources 


. r qulred for the cornietion of a given project. In many 
c,;-,ses, accounts are kept either on a cash or obli.gation basis, 
'•veil accounts, althcugh they are veiy useful for the pur'ooses 
•' b ;acc'^un.ta'''ility and aepronriation control, indicate only tha 
. ...'mont s m..ade .ot* o'^'ligations incurred and do not measure the 
trua cost o f . rirovidino various nrolucts services. However, 


If they are •■■'.ro rly related to n.rngrammes such accounts can 
k"-'tially be used in this budgetary annroacli pending rafinement 


of th.e acepuntino system. 


"nco the oro"*rariraes and accounting data are interrelated, the 
■lo-’oloonant o f .-'I'i'n/. si cal measureritent data an.d of the nerfo I'n.ance 
ir^’i cators for each nrogramme and its sub-divisions provide a 
total perspective for effective budget management, specially 
in uublic sectors and. gowinnent de'p.artments,. In the nrocess 
of budget execution, control of expenditure acqures a, nuri'ose 
•and the accountability for .o.pe rational activities becomes such 
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nr'.rs !neanin.9:ful. /sn inte.a:rat8rl viaw of these three factors 
holes tr^ shift the etnohasis fr-'in macro consilerations to 
riicro-coh side rations, in the annraisal and control of 
axnenditu.res. The development of unit cost data and of 
r du ctl ■^75, ty measures should enahle, over a period of time, 
th ' estahlishm.ent of norms and str?ndar1s for comnarision 
"urooses. The use of such horns or st.^aidaris in hud pet 
monaiement in turn can hrino about aconony and efficioncy in 
nuhlic exnenditures. ' tlhen finance is one of the linking 
factors in the oroi'rbh of develoninp countries like ours, the 
need to economise this scarce resource and to gat most cut of 
■r'u;’'lic expenditures h'oeomes overArhelnin.gly self-evident ahd 
imnelling. 


’''cv.veen a Tloh an'’ a ?rooramme and Performance budget, there 
r.re certain' struetural similarities of form and connon elements 
in the a'ceounting for , ras'-'UrGe use. The' basic features of a 
gd n ,ore its use, ulthin a sector, of programmes or nrcgects 
as operationai miits, the ornnhasi s oui their physical inputs 
an'l ressilts or benefits and on their cost in rolaticn to 


vfi'cs. ■ ^10 


io:sa 'a.rO'^ al 


' ■ P- 




...o-fr'-pmancG '‘udget, in' which the objectives are first formul ate d 
at the fi.”! notion. a],, level .and then broken doi,m, for operationoj. 
”iur’i."'S3s into s^ ;''cjflc nro grammes, un'jects dr activities. . 
''’’hvse simllarlfcios in form and operation, al orientation makes. 

2 ’o and nerf^rn.anch ’-^dgeting narticulanly suited f.'^r 



plan implemGntation and evaluation of olan progress in the 
countrf, Tlia lata ootainod from hilget execution, both of a 
^hjsicel end financial, nature, can be helpful in the subsequent 
revisions of a nian '■>r formulation of new plans. 


For a urogramKe and ■nerform.ance lurlget the establishment 
atipropriate classifications assunes great iraport an ce. The 
classification structure for a programme and performance 


hud g; 


involves the identification of the 


'following; 


1 ) pionctions - broad groupings of operations that are 
directed toward accomplishing a major pur') ose of 
organisation. 


2 ) Trograianes- hroad categ-'^ries within a fun,ction that 
ilentify the end products. 


3) Activities - segments of a programiine that identify 
honogeneoiis types of worV carried out by subsidiaiy 
departments to produce end products. 


The classification by ’’Rmction", for instance, facilitates 


POT. level decision making on the distribution of available 


re'-'ourcos in accordaJice with policy objectives and long range 
'■Ians, The cl a's si fi cation by ”rro grammes'’ and "activity” relate 
financial requirements to end products and work performed by 
specific iepartnent s, which facilitates formilation of the 
budget in r':lation to long 'and short range goals 5 the review of 
tw-r'c plans in relation to costs aJid control over the perfomanne 
^"f hjii.^^rtment s in executing the authorised budget. 


d’'p.rce; Major concepts of ”r?B" are taken frora the book publishc 
by "United Fations" on "?ro,gramine and rerforciance Bui- 
■'eting”. Those interested in kncwing the depth of 
'g:Pbbg;: g;- bl;;;"^bdh-ss; if ihahibng^fon^;;rP^::v:i^ 
gb)bf Ippbndff urh)Sh inf 
hbb:^bbhbb);;ag;kindiyh;;ref er):bibb::ihh^b'||^ 
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Tno activitiGs a govGrnnteiit nay Da viewed as 
a system, A system may De thongjit as mechanics trans- 
fnrming innuts into outputs. Innuts ane the factors o 
n roinction, men, noiiey ana material, that a gcverariont 
uses to n reduce pUhlic goods , and services, which are the 


out’^uts of the system. The -parfornance tudgot ahroach 
•nlacos in.a,1 or emphasis upon the relation sioip of inputs and 

outputs of ,a governmental system .and trios to match input 
with the correspond in 0 .uitruts of varous activities of an 
agency or orpani sation find helps in ovaluatinp ■vdaether 


outputs are worth the inputs. 


IH'^ITTG' : 

Men 
Money 

Material etc. 
/T 







OTtt; tttcj 

Public G'Ao 
■■ & 

Services 


/A 


i Q 


rformahCG : 3ud getinf 






certain amount 
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Criven the requirement that a 

of output be obtained, nerformance budoetinq concentrates 
on ’^rovidinq that output in the least cost way. Beino 
management ori (Sited, the main focus of performance budoetiiig 
in ofi outputs * what is being clone or produced and 

at what cost and how the r)GrfoiTiance cornu ared mtli the 
budgeted goals. 

This auuroach becomes essential, due to ever- 
'increasin.g levels of public expenditure on the one hand and 
insufficient resources to satisfy all needs on tho other. 
This becomes all the more important in a developing comitiy 
like India, where limited public resources have to be put 

to an optimal use. Public expenditure,, if not- producing 

matching output to input s generally ■.gives rise to inflation- 
ary pressure with consequent harmful effects on the economy. 

The Administrative Reforms Commission's recomm- 
endation that ' the departments and organisations at the 

Centre as well as- the States, which are in direct charge 

development programmes should introduce performance 
budg>:.;ting’ must have been based on these considerations. 
Ravin, g the recommendation been accepted by the Government 



a mirabor of departments and or.^aiii sations of the Central 
and a few of the State Governments are nroducing performance 
budgets for the last 3-4 years. Having adopted performance 
budgeting a destination of Indian budgetary system, it is 
worthwhile to take account of progress made or failures 
met in this direction. It is the right time to judge whether 
we are seriously introducing this new technique in our 
budgeting system and whether we are following a right track 
to reach the destination or there is need for mid-course 
correction? This sort of self- appraisal is of great 
value at this juncture. For a right self- appraisal, we 
have to ask ourselves a few questions: ■ • 

Have vre created a right environment for performance Budgeting? 

Performance budgeting is a reformatoiy measure, 
and like any other reform, its success will depend upon 
creation and maintenance of a suitable environment. The 
technique envisages a radical change in. the outlook and 
thinking in the financial machinery of government for 
enabling the performance budgeting deliver the goods 
expected of it. A sort of ’Budgetaiy Man^ in public 
financial management, a counterpart of classical ’Econoithc 
Man* and Simon’s Administrative Man’ guided by the 



the rales of efficiency, choosin>? the alternative that 
ontinisos allocation of n'-iblic funds has to be created. 

Having accented the system of performance budget- 
inOn whether Finance is tiying to abandon its obiect-wsse 
thinking and nractices? One can definately say to 

thi® 'twaiiMgin* No dowtot, a is dlffi'OUlt to b© .mad® . 

from long pra.ctised traditions. It hannens that, when ; 
■neonle who are clearly imbued with the philosophy of one 
system get installed another system thej^ operate as if 
old system is still in oneration. But a start should be 
made in the direction of divorce from line-item exnenditure 
budget philoso-nhy .and orientation towards nerformance 
budgeting thinking. g ' ' ' 

It may be pointed out that the traditional 
e stinates. representing cash, flow type of accoun tin. g are 

still necessary to ensure financial re.gularity. Traditional 
estimates may be fine, but there is need to know whether 
mono/ was spent the mo.st efficient way or the cost of a 

particular activity could have been lower? 

Even after commitiiient for introducing performance 
bud.goting, our system of financial management .and control 
is very much like th.at which preva.iled twenty or even 
forty y ars a. go. For the most paht, the pattern is un change- 
despite all tall talks of reform. The present financial 
system is a complex of administrative practices that 



has grown like a banyan tree over 'a century or so. The 
system is more than a hunirecV years old and unfit to 
shoulder , and' cariyout the responsibilities of providing 
public goods and services efficiently and at the least 
cost to a eccnomicaily and socially developing community. 
Responsibilities of the seventies of the 20th century 
cannot be carried out effectively dy a system designed 
more than a century ago. It might have worked well in the 
19th century I'ut. it is now obsolete and needs replacement by 
a more suitable system. Our budgetary system has remained 
essentially a highly centralised cash system vath an 
amazing degree of Finance ’^s central control. This system 
puts into the hands of Finance (which has relatively 
limited access to the information regarding basic 
determinants to the situation) enormous power over expen- 
diture deci sions and governmental spending' pro ''^rammes. 

The system appears to be based on the belief that financial 
administration can be separated from actual management, 
and therefore, must be centralised in the hands of Finance. 
The Finance cannot be blamed for the situation. They did 
not make it this way,- they found it like that, Ihe reason 
they found it this way is because they inherited a highly 
centralised system of financial control. However, they 
could not, change it to the needs of present day 
requirements. Tiie system has become quite inadequate 



fov tb.e f’ian.'fci c ran *^6 of g.ctiviflss and rosoonsi oilitiGs 

which the GoverninsLit have had to undertake now* ‘Ihe system 
is In direct conflict with recognised principles of 
moiern manaoeriont-it works actively against delegation 
of authority and therefore, against creative and innova- 
tive ideas going into the management of nublic activities 
and programmes. The different governmental agencies 
need more flexible and ala.ptable structures free from 
rivid control system to suit the needs of modem government 
There is need to change the pressure cooker environment 
and create an environment of initiative and creativeness. 

Hav e the attitude and working procedure and practices of 
the a--encias Changed? 

The adoption of performance budgeting needs basic change 
in the ways, attitude and operation of the governmental 
agencies. Budgeting attracts their interest ojhen it is 
used to control spending or to determine policy objectives 
but when it is used to increase efficiency by measuring 
and evaluating performance avainst set standards, it 
becomes unwelcome. The traditional system of budgeting 
has developed a sort of ‘Budgetocracyf - a hibit of looking 
at the lines and not at the results, the habit of cutting 
a ^'Udget and of justifying a budget, and a hibit of control 
and management xgithout use of analytical techniques. These 
have becr-me the rules and strategies of budgeting, 
system has 'accountable management 'without a proper 


The 



management accounting system and approach. Performance 
budgeting. needS; a:;.cost“CQnscl;Qns,...:manag^ If the 

attitude of the agencies remains of "!A|ho the hell cares 

how much a pound of laundiy costs?", the performance 
■budgeting wo' nt help in increasing the efficient and 
economical operation of government. 

Have we oriented our accounting system and organisational 
structure to suit the performance budgeting system ? 

An essential ore-requisite to the adoption of 
performance budgeting is to redesiryi the governmental 
organisational structu'oa on the basis of functions and 
activities. Within such an organisational structure 
accountable units should be setup, whereever measures 
o'f achievement can be established in quantitati ve-cum- 
financial terms and individuals held responsible for 
proper output at proper costs. Accounting structure 
should also be based on functions, activities and sub- 
activities. Accounting records should be able to generate 
prompt cost-information to be used as man.a,genent tool. 

They should be able to provide now information required 
for the system. A supplemental accounting system has 
to be 'developed for accounting of performance in physicfO. 
terms. This will heir in analysis of cost-output or 
o’^eratiorial/technical efficiency. 
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Are we trying to .develot) rigorous T/fork-cost measurements? 

The /basic format of nerformahce biidf^et relates 
inruts to outputs, for vhich work ajid cost measurements 
have to be level oT)ed. /'se of work measurement technique , 
to arrlve-at Relative yardsticks o'f ontout' for as many 
activities as possible has to be made. It also entails 
establishment of convenient units which relate outputs to 
innnts, work standards have to be develoned to assist the 
denartments in the r'.renaration of budgets. 

There has nothing substantial been done in this 
direction. Organisations have not taken steps to esta- • 
blish standards. I'Jhenever an effort in this direction is 
to be made, care should be taken that standards of perfoimance 
are not based on historical records but on scientific 
study of measuremonts of level of nerfornance. Cost data 
should also be developed based on annlication of cost 
accounting techniques and they should not be ex-post facto , 
dorivatives of decisions ma.de on object of expense 
ground!?!. For instance, after a hosnital is added, the 
cost of p«§rsonnol, supplies, and other objects etc. added 
to find total cost and the total divided by the nrojected 
ntirabe;r;;::hi:;jn::atleh^|f ■■d^r':yhttiii;gfy 
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Have stens been taken to de " dgn suitable inrormation system? 

Performajice btidj^eting system envisa.ges developmoit 
of aP- appropriate reporting system for comparing total 
output, total input an! rate of performance against tHe 
standards incorporated in the budgets. These informations 
should be in addition to the normal bud get-control 
statements. The informational strrcto.re so far is only 
input-data oriented. It has to be made output-data oriented 

al so . 

Performance budgeting needs a new Pattern of control. Are wq 
ready for it? 

Performance budgeting needs a new pattern of control, 

the chief features of such a contr-a ares ' . : 

(a) Loosening control over innuts; A sufficient range of ■ 

departmental activities need 1 ^: b© freed fr--'^ central 
scrutiny. The central controlling authority should inter- 
vene only in special circumstances — ^>/hen where Is over 
expenditure of funds vis-a-vis accomplishments, a fiscal 
emergency, ' evidence of misuse of spending authority — 
but day to day spending decisions would be allov/ed to dg 
made by the departments without central clearance. In 
Place of input control, the central authority would control 
outputs-the work and activities of departments. 
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(b') Rellgjice on internal control st Ferforin.=jice budgeting 

stresses cost consciousness and Internal (self) control, 
as a substitute for central control, ferfornance budgeting 
is based on the rhiloscuhy that administrators went to be 
effective ?and efficient Utt they aie thwarted by the 
control system. ''-hat departmental authori tie s need, 
oa-nortunities rsnd incentives to perform their responsi- 
bilities capably an.d at minimal cost. Released from 
central cent r'^1, speniing officials would be encouraged 
t^'^ improve the performance. According to this philoso- 
phy, identify the task, identify the officer incharge, 
give him an objective and tell him to set on with it. 

( c) . Redeuction in bidgetaiv details; Input details and 

control have to be left for the agency itself, the central 
authority need not enforce adherence to detailed statement 
of ^sxpenses, 

(d) Reliance on non -bud get ary control? . Budgeting is not 
the only instrument of administrative control. Other 
measures of control and tools have to be developed and 


u sed. 



Ce'i Shift from n re-control tp -post-control; The decsritral- 
isatlon of control does not free deoartraents entirely from 
central surveillance, Agsncie s would have discretion in 
sn ending fands in the nerform.ance of authorised activitieSj 
out they would be required to report their expenses and 
accomplishments periodically usually every month or 
quarter. The Finance wou3.d then check the work and expen- ' 

diture of the departmait, evaluating actual performance 
against budgeted estimates, kliile pre-control is clesi^pied 

to deter illegal or imprudent expenditures, post-control 
acts as a check on Inefficiency in expenditures. Coupled 
with post-control it would concentrate on variances from 
original Plans as a feedback device. The examination of 
variances replaces the blanket scrutiny of every spending 
action with selective inspection of exceptions and deviations 

To almost all these questions the, answer would be 

The acid test of every technique depends upon 
the programmes and \i.Gcisions it stimulates - not the 
documents that are turned out. For application of 
performance budgeting in the Ind.inn I'.udgctary system, we 
have to followr the soirlt of the technique in toto- 
plecemeal efforts wnn’t bo '^f much hel’^. If the performance 
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budgeting has not been able to make a mark in the budget 
system of the count ly, blame should not go to the civil ,, 
sorvahts. There is much wrong dArith the system, which so 
far has been a closed system. The system needs reorientation 
to the requirements of uerformance budgeting. For this help 
should be taken from the outside managerial talent available 
in the count ly. It may be mentioned in this connection that 
recently IT, K. radesi.gned its management structure with 
the help of h.A. Meyies of Shell International. M/s, 

Me Kinsey (S: Go. Inc. an international firm of management 
consultants studied Office of Manag®®Qnt and Budget in 
the USA ahd made useful suggestio.ns of strengthening budge tin., 
and management in the Federal Uovemmont there. The ,gcv.om.me'i 
system in India should now be exnosed to such a study and 
hel-n bo taken to re'iesign for the puroose. 

There must also be willingness of all levels 
of mana.gement to oarticipato constructively in the process. 
Althou.gh nerfornahco budgeting may be imuosed from the 
to-n most of its potential a'Tvantages can be realised only 
with thorough acceut.ance .all alon.g the line. It needs a 

fnrcefil and sustained leadership from ton, which is certainly 
lacking in our country. 
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The sole accom-nlishmon-t of India In introducing 
■nerform^ce ixid ge ting has hoan conversion of traditional 
budgets of some selected organisations a.t the Centre 
and a few States into nerformance budgets, that too as a 
oost-budget exercise. Some stens have also been taken to 
re-orient the accounting classification and structure to 
suit the needs of performance budgeting classification, 
that too without any cooniination with the departments 
■nre-nariiig performance budgets. Tlie selection of the 
denartments for preparing performance budgets is also 
hap-haza'rd and not based on some phased programme or , 
in a coordinated vjay. No standardisation of activity 
classification has beai attempted, as a result -of that 
perform.ance budgets of similartlepartments cf State 
Governments have quite different activity classification. 

If are serious about adoption of performa^ice 
■’-■ud geting, a phased nro gramme has to be chalked out for its 
imnlementation. It may be suggested that the Finance should 
phased up a ’horizontal application’ programme, i.e. 

Ministry at the Centre and corresponding d,epartment s in the 
States should be j^elected for introducing performance budgeting, 
F'^r example, if it is decided to, introduce performance • 
budgeting in the agriculture function, then Union Ministry, 



of .agrlcultra.re and As:ri culture Departments of the States 

should be takai up only. Ttte training in the performance 

bu'bpetinq: tachniqTie should be directed to the officials 

of these organisations only. That will make the training 

mor.:' moaningfiil. Simultaneously the accounting structure 

and organisational structure of this function should be 

redesigned to suit the needs of nerfcrmance budgeting. 

Based on such structures a team of budget officials of the 

Cantral and State Governments concemed with the function 

of agriculture should design a comprehensive and standard 

in 

activity classiflcation/vjhich all the activities under the 
function can be accomodated. Information system, reporting 
for ats, suu-nlenent.al accounting system etc, should also be 
r^es" gnad i<dth the joint efforts to suit the requirement of 
o j o fo rm.a.n CG bud ceting in the function of agri culture. Then 
the system should !'e allowed to function for a couole of 
y-jars. During this noriod apnrooriations etc, should also 
be re-structured on activity basis. ?a.rliament should also 
use these documents for debates, voting etc. A system of 
performance auditing should also be evolve d, bihatever 
sxneri.ences are gathered from such a programiriG, should be 
utilised for strenothening the system in that function and 
taken as guide for future phasing and designing the programm.e. 
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During such period the organisations should try to develop 
work-cost ueasuremmts etc^ so that perforrfai.iCo budgets can 

be ■nrepared directly then. To share the experiences and for 

finding solutions to the probleras faced or res'''lving issues, 
there should be periodical meetings of the concerned officers 
of the Centre, as well ns„of the States.- - 

In the initial stages a 'crosswal-k classification* 
in the budget can be adopted. This type of classification 
will heln in develnoing work-cost measurements .and evaluating 
T) erfo rmances. An example of such a ludget-pro forma is given 


below s 


‘erformance Budget of De"' artment of Pood 


ect-wi se Sst. Mach- Capi- •'"^rants' Loan Other, Total Bhy si Cai 

ictf^classifica- Charges ' / tal in & Exn. rc j.. 


vity- 

■wise 

classificatio 


tion 


•^ui- 

■nment 


lani- 

hrants 

Loan 

t'al 

in 

& 

out- 

.Aid 

Adv- 

lay 


ance 


• units 


1 , P ol i cy Fo rmul a- 
tion. 

2 .Piocurenent 

3. Strange 

4, Subsidiary 
f^od schene 

5, Develonment of 
food Industries. 

6, Research & 
Training 


7. Preservation cf 
food stuff. 


?. Assistance to 
auton-^nous 
cornorationsetc, 


total 
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There is no Icuht that the arrlieation of performance 
budgetino; "^Ives rise to a number of difficulties and 
nro'^lems, snecially in the field of measurement of 
performance, the matching the organisational structure 
and accounting classification with the budget structure, 
determining unit-cost, and integration of financial 
and -Derformance renorting. But Indian civil servants 
are canable of solving all these teething troubles 

of this new technique., _ -provided they have determination 
and direction to do the job. In the last analysis, 
it can be said that the advantages which can be drawn 
from the techniique of uerformauce budgeting later are 
worthy of taking thd trouble of overcoming the initial 
difficulties, if we want to make our nublic financial 
management system efficient and economical. Economy 
does not mean saving or less exoenditure Ixit in making 
right choices of exnenditure, ajid to this end performgflice 
budgeting c. an te of great help. Perform, ance 'budgeting 
is a vehicle for on timi sing output for given resources 
in the governmental onesaations, nrovided it is given 
its four wheels, forceful engine and trained, cl ear- ^ ^ 
visioned and nurnoseful driver. Otherwise it would be 




a letd ’"'■iacG of netal leave you where you were. The 
iritroTnct1.on of yerfornojice buli^etinv requires dedicated 
arid sustained efforts on the part of the governmental 
nachinery, otherwise Gresham's law vrill become operative, 
'■’ad Ixidqeting drivino good bud goting system out.' 
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Tfee Oxford SnglisL' Dictionary lias dsfined Bnfiget as 
*’a statsiaent of probaTale rsvsu/as and expenditure for tlie 
ensainy ;/ear rjxth financial proposals foimcled tliereoii annually 
subiaitted by tli3 Dxchequar for tlie aoproYal of the House of 


Cossaons 


Hence ; any analogous stateaent j estiras-te 


or proposals*’.. Accordirig to Hilloughby, hu::y®t conprises 3 


doe-aiaents 


,a) a statamont ■, of the suras req-irecl alor the clue condu.ct 


of nuhlic aff:'irs during, the os-riod to -iihlch cucli estiaate re- 


(lo) a:i estiiisate of the probable incostie froE revenue a.nd 
loans on the besi.3 of existing provisions of lar; reyarfilng 
iiublic diiec and oredit operations j : 

(c) a stateaent shoirinr conditions of treasury .in terras : 
of the assets and liabilities, 

These 'atatenents are then iiitegrsited in the ■ form of a : 
simple clocxment olior/ing. clsarli^ the relationships be tureen the 
actual, current e.s veil as the' receipts and disbursements. 
Budycti'ifj, j t'leroforej involves preparation, of the estimates j 
collection, and custod]?- of funds | disbiirseneat and control of 
exrenditure and recording of all the transactions amose logalii 
and regularity are cJiioly verified bjr an independent audit. Th« 
clelineation. of these features nro booed on hiilough.by »s obser- 
vations of the' British financial s 3 ^ntor.i as it obtained on the : 
SV3 of the first I?orld Jai'. The British .Dyotom is the product 
of QDnt'arics of institutional changes. Oorao prominent feature! 
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f ■ 

of the’ British constitutional deue 

J_.;pvv:,yv^0 

nt ouch ns tli' 

0 ovclutioii 

of oons titutional 

moTiBiTChy accompG 


by tlio growth 

of the 

Cablnot Systen'of 

:Q-o¥em^3ieiit have 

loft 

.■-a i i -iiT)hr x iii3 

on the 

British financial 

systems Hciico^ 

ttio prodoExiBa,nc0 o; 

£■ tllG 

Treasury'’ over the 

entire administrative! 

m .achiiiGry s a 

f OEiture 


r/feic!: urrclianrced 'JespitG tb.o croc-tioii of 

a number of cosnittoGS dGSifjiGd to •i’.aJie tiie ess'cu- 

ti’vo Gccountal'Io to tlio lagislsture . IIi£bly contralisocl ver- 
nioro of thr; Brltich oyr.t,:;:: f^ita tlioir strings of coxitrol loea- 
tocl in tii3 TJt.itoball "/oro oxtondod to. tlio govemnosto in otlior 
parts of the Briticli bnoirc, 'fiao oxtreEG cositralisatlori a/Iiicli 
cliaract.orisecl tho Indiaxi fi-iraiGiai: syc.tGn iintil reecntly could. 

’00 tracod to its colonial past. 

TIiG procGsa of evolutioii has 'boon tbe- otiior r;ay round 
in tho ITnitod Gtatc-c: of .biiorica rdioro no contral budget agonev 
onorgod nut of tlio dirirdcrl:/ Ccxigreeaional systOD until tho 
passage of tbo 3nCrpt .nid j.oeounting Lot in 1921 v/Iiicb led to 
the c Stahl ioIiE^ont of tho Buroau of tlio Budget .?.s part of tlio 
Prosidontial staff "-'ithin tho •rroasur}’’ Dopartnont and tlio 
Goacral /.ceounting Office under '.ho ineopondont iurlccliction of 
tho Conptroller f-oneral of tho Host of tho Latin Axxorlcan 

Govornnontc 'rhioh .h-avo initatod t?:te Prasidontiai systen of the 
United Statoo of Ar.:erioa have ost.ahlisliod buroavis: of budget as 
part of tho oxonutive arc ondov’od xTith ■ onoruous poiTors, 
Phillippinos has also adopted , tho . Anoi'ic an Dyaten. 



Despite tlie 'differences in the relationship between 
legislature and the executive the accent of all the traditional 
systems of budgeting is on accountability' based on suspicion on 
the part of the higher executive organ* s of the goveimacnt 
about. their subordinate agencies and the legislatuirc about the 
executive. Such an accountability was sought to be established 
in teras of a detailed scrutiny of tlio objects cueli as siatarial, 
supplies and equipment to bo pureJaased and. officers and estab- 
lishment to' be employed. Of course, tlie government, and, more 
often, the various CoEtnissions that reviewed the financial 


systems, from time to time, were very much concerned with the 


promotion ■ of sfficioriC;/ and econony. But , such a concern ' was 
demonstrated almost entirely through a rationalisation of the 
traditional frameworh of. financial control xirhich was based on 
itemised scrutia 3 / rather .than on xvork clone in relation to. the 
cost involved. ■ 


Ouch a system X7ac devoid of a. reliable yard-stick to 
measure efficienc^r or oconomy. This deficiency, however, was 
not a serious handicap so long as the state did not extend its . 
activities very much be^/ond tho police or security functions, ; 
The primary concern of the state, therefore, was law and order 
and protection of individual rights to property,, contracts, etc. 
The colonial governments xforo also preoccupied with the main- 
tenance of la; and order, orderly assessments and collection of 
taxes, maintenance o-.? land records, averting or dealing with 
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BFises and calaHjities etc. Msintenance of the status ^uo was 
tlieir iiiiriecliate concern, Tliere wasfeo direction | no drive 
towards socio-econoaic change . . . 

rJevortholoss , socio-oconoaic pres sure s^hicli developed 'x 

within tlie spstoa conpolled the state to oabracc new ftmctions 
of -large nagnitacle in the co nr so of the dove lopne lit of capital- 
isn in. the West and its extensions in tlio other parts of the 
world. The Inhnnen eirploitation of. the worhiiig popTulation in 
the early decades and the undue narkot advantages extracted oy 

the Qonopolistic oonbines at the adolescent stages of capitalisn 

donanded the intervention of the state as a regulator of the 
systen. Late-coners in industrial development looked towards 
the state- as a protector as well as a provider and sone tines a 
pioneer. When it -attc-ined maturity, the course of c.-apitoi,! isn 
was narked by periodic fluctuationslwhieh produced disastrous 
results. In this case, the state hod to assume the role of a 
stabiliser through its countor-cyclical-cun-welfaro progrennGO 
involving cnomous public expenditure i.n the form of floxihlo 
prograan.es of public works -and social welfare activities. The 
recont onphasio on ctoady rates of growth and ne.ar-full- 
©nploynent that have characterisod the nature ocoaonies of the 
Western henisphore ,as well as the ”gas -ancl water social isn" to 
which sono o^hen -are wedded to call for- an ovG.r-e 3 :paa'ling 
public . sector which, in sono countries in Wo-stern lurope, account 
for about 10-15 per cent of the, total reproducible national assets. 


V' 





&■ 


Xn- tl's underdeveloped oeononios of toclay^, tlao. state hac 


■fcocone tile pioneer, protectcS'*, activator and, regulator 


■being t lie creator of .an irctitntionaJ. and , social envirciinsnt 
conducive to rcpic]ciCononic and social change > In this co iitest ; 


the scopo .of public sector erhraees social overhead capital as 


well as .directly productive activities. The sole enphasic her': i 
ision directional change at a stable or accelerated rate. 
Soaetines, the rare and pattern of change is spelt .out i.n detail 
The ds tailed targets are '6>x— aiire' cu anti? led. The processes 
of achieving then are clearly delineated. Under this dispen- 
sation,. the Governrient has lecone' a c’hango. agent, a, problem sol-- 
Tor and a?i inno%'ator,. In this developmental context, adninis- 

tratlon needs a guiding' philosophy having a mass appeal, -. Of d 

1)8 ■' ‘ ■ ' ■■ d' 

course, there shoul'd-. /an' imaginative leadership which is- action 

oriented? v'hich creates the institiitiona?. and organisational 

frarjework conducive to dcvclcrm.^nt ar,.i which could shape, the 

attitudinal and behavioural .complexes of the nassc.s, of the ! 

people a:;a involve -'d-.- poecoo 'y."' development , .it the ; 

s-ane* ?,t ca3 Is' for Tjlenncrs , budgeteors, pregramners, 

organisers, operators and ■adr.tr.iistrators , who arc firmly oocmi- ; 

tted ti’i change r who have ponatr''tin;“ understanding- of the 

envirornssnt ; arc familiar witirmhe processes of change*, 

who possesses the rocuisi to , tncwloGgs o? field work; who ccr.lcl 

adapt juid innovate , Eero atlminis’i-ration should ninp'oint oxeaiL 

of change, tinmclatc the programati.e vnluos into opcrationol 

terns, shape the bcaavioura] 'patterns in lino with the furotionr* 


contents Oi development , redraw tlie aterarcnxcal arrangements , 
create and augraeat tiie requisite field operators and. evolve 
suitalile channels of communication and mecnanism of control. ^ 
Here the whole emphasis of administration shifts to comiaitment 
to prograiamatic values and management of prograiaiaes . 

The functions of nanagonent are to concretise the societal 
values in terns of suitable policy vehicles, enploy xhe most 

economical, and efficient methods ana techniqes of administration, 

.1 

evaluate the performaace of the programmes and activities in the 
light of their overall goals and to bring about suitable adjust- 
ments In the policies and programnes^ntended for the future. 
Budgeting is a management function, Thsii planning, programming 
coordination, control, execution, evaluation, etc. are combined 
in a budgetary system, it becomes an effective tool of manage- 
ment, For an effective discharge of these functions, budgeting 
has to become the principal instrument of resources mobilisation, 
optimal allocation, economic utilisation, prompt and systematic 
comnunication, rigorous appraisal and so on. Accountability is 
not ignored. At the same time, the accent- has shifted to 
management, Ferfornmeo Budgeting is designed to carry out 
the managerial functions of the modern government most effect!- 
vely, - - ... , . 

* According to Jesse Burkhead programme relates to a higher 
level of organisation than performaace units - i,e. a nrogramne 
embraces a number of performance units (projects or activities) 


T 


Periomance Budgeting ; 

Ferf'onaance Budgeting is essential 137- a process rrhQrehy the ; 
projects / activities of the perforning units are 00 nverfed 
into organisationalj work and financial responsibilities. In 
the words of the Hoover Commission it is a reflection of what 
the government is doing, how much and at what cost. It focusses 
attention on the ends to he' served bjr the goveriunent rather than 
on the amount of nonej to be spent. In the formulation of a : 
Performance Budget the most important single task then, is the 
precise definition of the work to he done and a careful estimate 
of the volume of ^TOrk as well as o:§^irhat that work will cost. 
Further, the proposed work, its purpose anu^elated costs' are | 
developed as part of the long-term goals and programmes such as ; 
those contained in' the development plans. ■' I 

The performance Budget docunent is prepared on the 'basis of 
functions and ohjeetivos of' the sevoral agencies and departments 
of government rather than ozclusively on thetjaais of objects of I 
expenditure ■ and organisational units. A function, for this 
purpose, has been defined as a major division of the total ' 

organised effort of goverament tho pircpose of which is to pro- 
vide a distinct ' public service. A programme represents a segmen? 
of a function and an activity / project represents the division 
of a programme into homogeneous types of work. Functional 
classification can bo lllustratod ns follows; ; 
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Function 

Progrcanne 

Project 

Activity 


BSncation , 

Erinary SducatiCiT: 

Construction of a schooi ‘building 
Training of Drinafy sciiooT teaclisrs 


The riis 


tinction betTyeen the object (or line itan) and 


motional classification caai bo seen from the foil otTing presen- 

’ * 

ation relatin;-: to the Contral Moch'anised Fa.rnj Suratgarn. 


urrent Glassification (Revenue Perfornance Budgeting 

oaancl No, 43 -' Agriculture) 
ajor Hoad 3i);~ 

Sxperinental Farrias I.Progranae or activity 

classification 





1 Iviechanised Earn l)A.gricultural Operations 


(Non-Plan) 


B-l-,(l)' Pay of Officers 2) Aninal Husbandry 

B-l-(2) Pay of ‘Sstabllslnent 3) HorticulturtSI Operations 

B-.l-.( 3 ) Allowances & 4) General Adninistration 

Honoraria , , , , 


ifieation 


Purchase of 
Machinery and 
Equipnent . 


Labour 


Manure 


T‘otal TiTo-n— FI an 


6, petrol. Oil 8 l Lubricants 


Plan - Surat 


Land aovenue and Irri 
gat ion arrongenents . 


Introduction of Perfomonce Budgeting: in Central 
Mechanised ''Fara 'January 'l'fe>66 . Planning: Conni'ssion 
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p'ay of .Officer 3 


8} Maclilnery and aquinncnt 


■1— \2; Pay o,f ■jSstaTalighneat 9) Renairs to Builclin 


,3; Allowances y I'onoraria 10)0tLier oliarrej 
etc . ■ ■ 


E -1 ~ (4 } Bthe r C hargo s ' 
S‘-l-.(5) EijxGfeaGe cf Machines 


Total 


s-ild S.Qii i i>n3 11 'b , 


Financing. (Major Sei'.< 


Total 


. ,Tlie totals of i,ii, and III would Be sane. Sinilar distine 
tion oan also be tiade betwaea functional and organisational 


classification 


„Cg.g p^>^Qn.ts of Perfornartce Budget 


Catheryn Seckler - Hudson has dal inoated several elements of 


_erj.omaiAce Budgeting. Acccrdin ; to liex^ executive budget 


requires that individual agency prograrines should be fo^rnulcdec; 


^..nc. conK..i..*Qred in terns of tae governnent progranne as a whcie 
u,nd snould be in accordance with the policies established bv tfu 


oxGOutive . 


..ouau 1 p- for a specified tine oeriod 


sbouia incluc-e, for ecoh activity, a cl«r nallnitioa ol otajoc- 
tivCG , tfee choice of hade notho-ls for achieving the objecti- 

TOSj ui. j^oreccis1}iB.4 ox .mot; 7 ar/j vihcit xiind o£ iror?! is to bo 


done, when and at what cost. Consequently, the first step towar 
ds, Perforamce Budgeting is the ostebllshnent , inprovenent end 


extension of activity schsdulos stating the major puiposos to 1 
served, tho identification of progrannes geared towards these 
ends, indication of projects and activities under each prograns 


and the neaourenent of the yolnne of work witia data on past, 
ciirrent and ciiticiTjated . woarhload. stisli. as the nunher o-f childi’en 
to he educated, niinher of hospital hods to he provided for, 
nunher of trees to ho planted, nuaher of si 2 ,uare Icilo— neter of 
area to he swept etc. These aeasures should he countable, 
clear, reflective of the, /inportaat , resources used and should be 
set forth in fur.etionai teras. If tho organisational structuro 
correspeads to the funoticnol froneworh of an agenoy or depart- 
nent, it will facilitate decentralisation of responsibility for 
progranning, budgeting and inplenontation at every level within 
the organisation. . 


TIx5 second step tox^ardo Perfomance Budgeting is the insta- 
llation of worh neasurenent and the application of perfomance 
standards v/ithout x7hich Ferfomsnee Budgeting could be defeated 
T/ithin the administra.tive agency. It is, howovei', recognised th 
there is no lohgle yardstick for neaairing activity or for deter- 
nining perfomance standards. Sone agencies can use standard 
costing and estrapolatod unit coat dataj ethers con use less 
sophisticated worlsload dataj still others can ixoe only owplanatc 
or descriptive natorial. Agencies at different stages of 
developnent should bo encouraged to devise and use the nost 
suitable nothods for a given progranno and aovn progressively 
towards higher levels of perfection. Detemination of suitable 
standards shoxild be based on a coapleto undorstcndiiig of the 
nature of the work and tentative allowing,, for deviations within 
tolerable Units. After having'' allowed for such devic.tions, 
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tlie variances between actual and standard perforiaance would 
suggest soae corrective action' tlier'eby enliancing the , value of 
■budgetary control, ... 

Tbe tbird, Inportant stop" along tbe road . of SOrf ormance 
'Budgeting Is the ^ establisbnent of record Ireipping along ■function-; 
al lines so as to enable tlio preparation and .subEission of 
timely perfornace rei^orts to suttabi© levels of respctosibility. ' 
Such reports would, indicate the variance betxToen budgeted and 
actual costs thereby enabling matiagement to chock on the work 
accomplished. Obvious iy, be hind every suchArarl at ion- 'there must 
be reasons in operating conditions. Some of these .are remedi- 
able andjOthers non-remediabiej oonc controllable while others 
are not _ depending .on the levels of mangement to -which the report 
relates, 'Where the. variati.on is .clue to recBdiable. factors timely 
and suitable ncti-on, could be .taken, to eliminate the- gap. An 
ideal reporting system should covG.r, the volume,, quality, time 
expended end, costs of each progracjme or activity... "But even the 
\7oaI';ost should contain vt test too data regarding the volume of 
workload for each activity,. ' .■ 

An efficient system 'of information and -reporting pre- 
s'uppooes ar , -sdeq-uste -and .proper 'aecountlng support. Basically 
there must be an integration of budgeting and accounting 
classifications, ' Acci-ual accounting ohoi-sld be- used vrhere- 
Qver appropriate esoccially whoro-'large volume of materials 


and suonl'ios .arc procured and keot for future us? 


But ' in 



.ew of the difficulties involved in determining costs and 
tpenses in relation to changes in assets and liabilities 
le si^itcli over to accrual accounting should be properly 
aased over a fairly long period. Similarly trading services 
cd fjnterpriscc Dhould be equipped v;itli business type accounts 
nd costing 03^3 toms wherever feasible. Increasingly standard 
osting is coming into practice especially where the cOmmo- 
ities/output is standardised and the process more or less 
epetitive. Ideally, commercial accounting will be reliable 
ind complete only ’vhen they are on a double entry basis and a 
)alanc e-sheet prepared at the end of the year. Hence every 
step towards the adoption of doublc-entr]/ s^/sten and accrual 
iccounting may be regarded as a gain in precision and comple- 
teness, It should also be recognised that accounting as an 
aid to management should bo sufficiently strengthened and 
decentralised within the agcjncios to the degree practicable 
in terns of delegated operating responsibilities and the 
desired degree of centralised control, ’yith the advent of 
accounting machinos gDp centralised accounts could sometimes 
be more advantageous. In short, Performance Budgeting calls 
for a vastly improved accounting system which will enable all 
responsible persons to appraise the value of programmed activi 
ties in the light of costs and acconplishmonts. 

There must bo an improved organisation and programme 
management to take full advantage of the data made available 
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through perfornaac 8 reporting. It should, he the constant 
endeavour of the higher organs of the executive to evolve 
neT 7 siethodo, proced’''’c-'’ . o'" operation and systenis 

of internal audit otc„. so as to use the available data for 
neaningful review and analjrsls of the activities with a view 
to inprove their effectiveness and econony in operation. 

An Inportant eienent in perfomance Biidgeting is that 
-types of exT-ionditures ’nhich are .essentially different in 
character such as capital outlays and current operating costs 
should be presented, Justified and author'ised separately undei* 
each najor progranrr.e in the budget,, A capital cost is an 
expenditure for the acquisition, construction or inproveaent 
of property or equipnen't. '(’fixed assets) such as land, build- 
ings plant or nachinory. An operating cost is an expenditure 
other than a capital cost incurred in carrying out a specific 
prograrrap or activity. These two types of costs are different 
in character ard sliralcl arooar separately under each nnjor 
activity, in the words of the .loover Comissioni 

''T7hile capital project ::'.ay he carefully analysed for 

usefulness 5 . tinelines,. rr.fi total probable costs at the 

\ 

time of original author isa'!', ion-, the total renaining 
costs of all^ capita} ' pro jsets should be set forth in the 
budge-’; each year, together with co.sts incurred to date, 
These costs should bo revised in .succeeding years to 
keep then current with later devclopnents" , 


It is truGi tliat 'abo-v-e the lino and »bolo^7 tlie line' 
distinction, is ciade in tfeo traditional accounting practices 
prevalent in several countries. But, this is done mainly 
arith a viom to distinguish bo tween the revenue financed and 
loan financed segments of the uiependiture rather than to 
rationalise the budget in terms of strictly economic 
eatogorles. 

In logical terms uniformity in classification eit all 
stages of the budgetary process _ should be extended to the 
appropriation structure as v/e 11, The structure, of appropria- 
tion which provides the life blood for those activities should 
be in riccordanco with the underlying purpose of long-range 
planning and programme control. 

Ideally, in the Gstablishoent of- a Performance Budgeting 
system all these elements of improvement should move forward 
simultaneously . This is especially desirable since all those 
elements stand together. In practice, however, no one aspect 
of Performance Budgeting should remain -static merely because 
something. else has not been perfected. For improvement in one 
area, stimulates and encourages other improvements and the 
interaction of all mill finally determine the level of acconpii- 
shnont , 

Anerican Experience : 

■ Historically, the movement towards Performance Budgeting 
was somewhat haphazard and did not develop all the elements 




,v 
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entinciated by Catharyn-Seclslor-Hudson, But the essential 
aspects were understood by a few progressive cities in the 
United States, several years before the constitution of the 
Hoover Cormission, Since departnentalisation at the city level 
is generally on a functional basis and aripropriations are 
usually nade for departnents, the elementary aspects of Por- 
fomance Budgeting have existed in city budgets for half a cen- 
tury or nore. But the develor^nent of city budgets is nainly due 
to the outstanding efforts of professional organisations such as 
the Municipal Finance Officers' Association and the International 
City Managers* Association in the establishment of departmental 
work programme and in the preparation of helpful documents and 
manuals, Eichmond and Hew York City deserve special mention as 
the pioneers in this direction. Later on several progressive 
local governments such as the city and county- of Denver 
(Cblorodo), Oxford (California), Kissimmee (Florida) San Diego 
(California), Kansas City (Missourio) , Detroit (Michigan), 
Rochester (New York), Los Angelos and Berkeley (California) 

Slater and Lobahon (Missourie), Wichita (Kansas), and Phoenix 
(Arizona) were also blaziig their om trails. Those city govern- 
ments may be credited with the experimentation of several pa- 
tterns ojgbudgoting according to their particular circumstances. 

Initially, their experiments in Performance Budgeting were 
largely confined to annual operating expenses. But the pro- 
gressive municipalities began to realise the futility of their 
earlier practices to doa^/^lth the problems of orderly development 
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of capital facilities asaci urban renexTals which have assuned 
enomous proportions on account of the rapid growth, of 
suburbs. Consequently there is a growing realisation for the , 
need for an organic integration of planning, i^rograariing and 
budgeting which would help an order inplenentation of 
progra-wnes in terns of needs and financial potentialities 5 
develbpnent of progranne eonsciouGneos at all levels § intro- 
duction cf objectivity in the ordering of prb loots | rationali- 
sation of rates and- taw structures as well as better phacing 
and scheduling of project^".' 

More conplGx in function than the city but less conplox 

than the Federal Governnont is the state jurisdiction. Though 

the State Governnents, In general, wore lagging bohinrl the 

cities in budget inprovonents, the progressive anong then 
have tended' towards porfomance Budgeting i. Ohlahana has 

done significant worh in developing a functional budget, 

California is outstanding' for the progress nadc in erecting 

an approprio.tion structure ■ in terns of progrannosj and,- 

Maryland voted to adopt' a porfornance .Budget syotea oveii 

bef ore the Poderal Governnent adopted the Hoover'' reconnenrlations. 

Other states are also , converting theirs to progranne budgeting 

to sonc extent. The Now, Yorh Htat© has adopted perfomanco 

progranne ■ type of budgets in selected idenartnents since , 1954 . 
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As for t!iG Fedoral Governnent, tlio >r,ft Conirsission in 
its deport of 1912 recoanonclGcl tlie dcvelopnent of budgets la 
accordance \7itli the subjects of ^ork to bo done. Many of the 
individual agencies end dopartnents of the Federal Governnent 
have justified their activities before the Congressional 
Coniittoe on a progranne basis for years. For instance , the 
U.S. Pepartnent of Agriculture attexnptod 'Project Budgeting* 
since 1934. Tho Tonsessoe Yalloy Authority developed a 
progranroe budget in terris of the various progranne categories 
representing the specified objoetlves or innlications of the 
general rosponslbiliti os charged to T^A Act. .Oaring the 

-econd ;r:orad Far, several Podoral Agencies began to doveloo 
activity sclicdules within the frojoexiorls of Progranne Budgets, 
The Government Corporation Control Act of 1945 roriiired that 
the public corporations should follow the pattern of budgetary 
e:diibits established for business-type agencies. The U.S. 

WaioA began to prepare its budgets b-lh in ob ioct-wiseand 
progranne basis since 1946. Flth the passage of the National 
Security Act {Anendnont) of 1949 tho Congress of the United 
otv.it^u node aanaatory the presentations of Porf orrianco budgets 
by the Bopartaents of Defence and tho Military octablishnents 
(in tho Dopartaent of tho Amy, the Departnont of tho Navy 
and the Departnont of the Air Force). They have aade rapid 
strides in recent years. The 'work of P.C, Mosher reveals the 
extensive and intensive use of Perfomance Budgeting In tho 
nost delicate aroas of national socuritv. 
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The Hoover 'Connis si on 1949 tras , prinari-iy .concernocl 

with the prohlen of effieiont and. ocononic osec'itxon of 
governnental nrorraniios an'i .activities. The ta.sls force neaeeo. 
hv /..3, Buch oroscrihod porfornance Budgeting as the liey to 
the solution of these prohlans. The Budgeting and Accounting 
Procedures Act of 195.0 r/hicli was ne ant to eiibody *Giie uain 
rec omencTat i ono of the Aeover Ooiar’ission aid not even use the 
tern 'perfornance Bivigetlng', hovortholoss, it T)rovid0d that 
"Budget Dliall set forth in such fom and detail as the 
president nay .detornine - (a) functions, activities and projects 
of the aovornr.ientj (h) any other desirahle classifications of 
data.; (c) a reconciliation of the suniiary of expenditures 
with proposed appropriations," These provisions are intern ro;. 
ted to have provided a basis for perfomanco Budgeting. 

The inplenentation of this technique, hox'/ovor, ran into 
a few difficulties such as (i) .the necessity of treatnont of 
separate programes even when there was no cloa.r cut responsi- 
hility, and (3) the inado luacy of cost infomation on nany 
progrannos. shown in the Budget and so on. The Second roover 
Connission Report of 1955paid attention to these and related 
prohloas. After duo deliberations the Corx-iission reconnencled 
th.at efforts should be rvide to stroorilino the classification 
of prograrnnos and activities. It also oneour.ogod the develop- 
nont of cost based budgets. In pursuance of these roconr-.enda- 
tions, the Bureau of the Budget, was ■ reorganised to neet the 
now tasho and the coverage of ..the , techniques was also v/idened 
to include alnost all the activities of, the Federal (Jovernnont. 


,.4 



tile Pedaral Budget 


Today, about 95 t>er cent 'of 


is based on 


functional classification at all the stages of the budgetary 
process. Almost tlie entire ?,'orli of the Federal G-ovennaent is 
expressed in terms of 12 basic functions wuich are further sub- 
divided into a total of 60 sub-functions, 500 appropriations 
units and 5000 progr-amiaes . Sacii prograaimo embraces a number of 
projects or activities, Hot7Gver, the sane degree of Success is 
not claimed either in designing suitable measures of work or in 
introducing accrual accounting. Hardly 50 per cent of the 
Federal sphere is credited with a reliable work-load data. Even 
accrual accounting is rostrictod to loss than tliree fourth of the 
Federal activities. At the camG time the former Budget Methods 
Division of the Bureau of the Budget has been making strenuous ■ 
efforts to step _ up the spread of Performance Budgeting in the 
remaining areas. 

Even before Performance Budgeting struck deeper roots, at 
the dawn of the 'Sixties, onornous emphasis T/as given to the 
need for .a X-J properly intogratod pla-nning, programming and Budgot- 
' ing:Sycton (PPES), thanks to the pioneering work' of ‘nictch & 
HcKoam, David Kovick, Fisher and other »Whis Eido * 'in the Hand 
Corporation-. ,?£c Domara gave it a big boost by first introducing 
it in the Department of Defence. Jlionocn administration extended 
it to other -areas in a pliac-od programme beginning from 1965, 

At present an evaluation is being made to bring about suitable ' 
nodificatioEG in the ' system . : - In the raianTThlle PPBB has travel- 
led tc cone of tht^uropean countries assuming new namos such as 
Output Budgeting in the U-.S. , and .Rationalisation of Budgetaiy 


ecisions in France. Scaetines tlio olfl perfomance Progranne 
Sndgeting is also confused --.rith P?BS wMcIi is also sonetines 
jailed Progranne Budgeting. But it should he renoubered that 
,7hilG tha accent of Perfomance Budgeting is on inplonentation 
of a work plan; or cost based budgot that of PPBkS. lies on Plan- 
ning and its integration r/ith Budgeting. 

In the riOanrhile s several developing countries of^>.siaj 
Africa and Latin Anerica havo begun to realise the adoption of 
PerfornancG Budgeting as a necessary adjuvant of planned ocono- 
nic developnont . Phillippinos j Tadwan , South Vietnan s.re some 
of the Asian countries xjhich. seen to have proficted by Perfor- 
nancG Budgeting. Convinced of its utility as an efficient tool 
.of inplenenting its long-tern plans and progrannos as well ns 
their efficient naaiagonGnt , the United Nations and their sub- ■ 
ordinate agencies have prepared sone useful docunonts and manual 
on budgetary reforms, classifications of government accounts as 
well as on Performance Budgeting. Tho various workshops org.anl- 
oed in Bangkol:, Addis Ababa and Coponhangan have evolved some 
broad principles on' the basis of which developing countries 
could reorganise their budgetary systems. The Thirteenth 
International Congress of Administrative Sciences held iii Paris 
in July 1965 has also devoted considerable attention to New 
Technigues of Budgot preparations and Management, More recently 
XVth Congress of the International Congress of Administrative 
Sciences held in Rome in Soptonber 19T1 devoted a full session 
to an appraisal of the developments in PPBS in different coun- 
tries. The 27th Congress of International Institute of Public 
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in June 1971 in NurenDerg also devoted Its entire- 

proceedings to the siftinrr r.-p ■ ^ 

*=’ ^I’nntional experiences in PPSS 

especially regarding problons of De.-^snre-ont -nd 

o^ent; raio econonic 

analj/sis .■ • 

The caoo fnr oovv Bua=>.vf.i..g T„rH- ■ 

India has fe-ad a lonrf + -ol -li 

o tr.^ditiea o:9fni!)lic investaent. One of 

the ontstonding characteristics of the tra'-iitio-n'^i^ t v 

^raaitioiial Indian Policv 

was tho 3-ovlslon of oubllo „orl-s 

- roafls an .1 irrlsatioa. 

In the early years of itsnile +7-10 r,„„+ , -■ 

» In^ia Conp.any cade a 

ep-rtaro ..roc this tradition. But soon the wiser aeon- 

the Brftfoh a.nf„fot.afo„ f. 

Of a good network of tranqn 

* ■ cation prinarily to 

pronote the connercial end ooiitir.'n • + a. 

-na political interests of Snglancl. 

Irrigation was also Flven q-nr^-jn 

'-P - --1 c.ttontion .to insure agricul- 

ture aaalnot uncertain noncoon. As a ro-,.lt 

a result, gross public in- 

vestcent constituted nearly as each as ^ive 

“ ■ Oo .ii/G per cent of the 

national incoce durin/r the •^•firo+ ,i 

p^ocent Conturv. 

Wars ana econonic fluctuations of the »uo«-.ouo„* i - ' ' 

MIC ..UDoeouont decades, arreo- ■ 

ted this trend sc that on tho eve of fh-. v ^ 

,, Five Year Plan 

the state owned no core than 3 nor cent of th- 

.... - * out ire reprodu- 

ciblo tangible wealth of the nation ^v-n thin 

uKjLuii. this was confinod 

nainly to econonic overheads 

'* * agriculture and trade 

77ere .cost entirely private. ' 

Sla„nl„3 involvea substantial cto:..ui, of .oubUo Invostnont, 

The rate of public invostnont ■'^uadrur-'ed nv-r +>, 

, ■ over the first decade rf 

plaanliify in india^ By t^e ^nd nt 'm 

xy tao .nd of tho Scoond Plan pofioa public 
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sector clainod noorly lialf of :tIio total annual investnent in the 

economy, 'consequently/ the Share of the public sector in the 

reproclucihlo tangible TToalth of the nation nad increased to 
about 25 per cent of the total by 1960-61. . By. -projecting this 
trend th-s perspective Plo-nning Division o:c the Planning Con- 
"lissipn hooos to raise this ratio, to more than one halx of the 
total by 1975-76. But though the volume of pubiic/lnvestnent 
has increased considerably over the period; infrastructure in- 
vestnont in railTrayo, roads, irrigation etc., account for more 
than three-fourth of the entire investment. 

Nevertheless, it should be noted that piiblic sector has 
■nionearod ixitq^.ho industrial sector in a big uray in recent years, 


In 1951 investment in rublic enter-nrioes tja 


the order of 


2s .1300 erores and on the eve of the Fourth Plan it has exceeded 
HS.5G00 erores. The first decade 'of planning in India witnessed 
■an outlay of about 2s. 2100 erores of investment in the indus- 
trial field. Of this, nearly Hs.lBOO erores was in the public 
sector. The Fourth Plan has envisaged an investment outlay of 
about 20.5298 erores in the Industrial sector. Nearly 63 per 
cent of this is expected to be in the public sector. The pre- 
dominance of the public sector in -.Indus trial investment is- likely 
to be maintained oven under the subsequent Plans.' . ' - 

The bulk of p'ublic investment in' industries was in the in- 
termediate goods sector such as metal, fossil fuel, chemicals j 
machinery and equipment , power oct .', 'which i-n-volve largo volume 
of investment, highly spocialise.d - skills , long gestation period 


ana oonalderable risk and uncertainty, me planning, progran,- 
ming, construction ana operation o^these industries demendea the 
application ei sophisticated Methods and technl,rcs of Managenont 
involving now organisations, structures, relationships, pro- 
cesses and hehavl aural patterns which the traditional aa^lnis- ' 
trativo syston could not easily innovate. , One could oertainly 

i-ind instancos under colonitil adn’inTs+r-tinn +r. ^ v-. - 

j.canini.>.i,rcition to establish that 

.i;a& quite capable of handling nex7 developaento in industry, 
trade and eo-^erce requiring cone understanding of nodern ritonage.^.., 
neat. For instance, Indian RaUxTo^rB which hac^emained the lar- 
gest public undertsiking unt^l rof'f>'p+ivr ,-rr,e. 

ig recently ';/as always run on comer- • 

Cl £1.1 ^ SoriG *1 at* , 

. imitation works such as the canal net- 

™rk in the Punjab, as well as the Irrigation scheneo cn the , 

Cauvety and srlshna in the South were vefy vtell eonoelved, 

designed and executed. Sven ot^fp 

■ ‘^tecte tracing and controlled dis- 

tribution of essential supplies was hanaieqfeffiolentiy in some 

of the leaain.g states during tho Second World War. But all these 

would pale into iu-signifieance before tho scale and range of 

operaticns of public unaertaklng.s established over tho clan 

period. Honoo the udMlnlstratlon has been fumbling under the 

weight of unprscodentea Icvole of dovelopmental rosponsibllltios. ' 

In particular the outmoded budgetair, system and the rules and 

procedures governing financial administration boco»e a major 

bottleneck to dovolopmont administration. 

Colonial admlniatratlcn was highly centralised having tho 
soerotary of State as tho fountain of authority, fhe Pinanee 


■Departmant was the chief custodian of Indian finances osrercising 
stTong GontTallceci flBaiicial contnol to ensure accountaoility 
for appropriated funds. It is true that the process of spatial 
decGiitralisotioil initiated 113 / Lord Mayo gradually gathered mo— 


montun culaino.ting in the inauguration of Provincial Autonony 
accor.panied hy aorae dininution of tho powers of the Central 
Finance D opart ne nt . Even in the Provinces the Finance Depart- 


nents found it difficult to readjust their roles within the- frame 


worh of -popular govorrinent s . The Governor General-in Council 
had also to redelegate some of the powers conferred on him by 
the Gecrotary of tho Sto-te. Nevertheless , the Fin.anco 'Depart— 


nents were the ohject of stringent criticism for their "woo'den” 
attitudes an 4 fcapacity for "straining at the gnat and, swallowing 
the canel". In p.orticular, Heports suhnitted, by A.D. Gorx^ala 
and Doan. Appleby enphasised the need for delegation of adequate 


financial powers to the adninistrative ministries. These' re- 


commendations have strengthened the process of conferring enhanced 
delegation of financial powers on the spending ministries. The 
delegation plans of August iS5S, September 1961, June , 1.962 . and 
1966 are important milestones in the direction of more rational ' 
exercise of financial control. Increasing doses of autonomy has 
also been conferred on public enterprises. Recently, some ex- 
periments have been undertaken to introduce officer-oriented 
administration and a single life, system, in order to .speed up 
decision-making prooesD. Financial, advisers are also attached 
to the administering ministries' -.to improve budget formulation and 
to enable then to exercise 'the', delegatecl. financial powers thereby 


avoiding the delay involved in froijnent roforences to the 
Ministry of Finance. 


Tne Ministry of Finance has also hoen keen, in infusing a 
spirit of econony and efficiency in tho Governraent and^iQ-s hoen 
looking for possibilities of nanagenent inprovenent in the 
adninistrativo ninistries. The Dopartnent of Sroenditure could 


undertake vork studies and nanagonont analysis in identified 
probleci areas through special units o-ucii as the forner Special 
Reorganiscvtion Unit and the present Staff Inspections Unit 
which liavG been designed for that purpose. The Dorjartaent of 


Coordination is responsible for bringing together the capital 


budget of the Cover nnent of India. In addition, it provides 
laision work with the planning Connission, reviews capital bud- 
get proposals, adninisters research grants, coordinates assis- 
tance to states on plan projects and exanines tho progress of 
f'suoh projects; in various econonic spheres. 

Mew itenc are roq-aired to be supported by detailed justi- 
fications. ^ In- recent yoaroj^advance prograicning of operations on 
a long-tem- basis with annual broabdown has also, been tafen up. 
Apart fron laying out the operational tasks such as the targets 
and other aspects, detailed schenatlc budgets are also being 
drawn up in respect of inportant sefeenes. After intensive re- 
view in the Depiartaent cf Ejcpcndituro and in other Central 
review organisations the capital biidgct itens (except civil 
works) are fornuiatecl ,?or review by' the planning Connission , 
After consultations between these organisations and 'the Cabinet, 
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ieaisions on the alloeatlon of avc.ila’ole reso’arcos'are coanu- 
uicated to tho ninistrios concernGcl 'oiiicli supply revised not? 
itop, stateneiit to the PlaiiEiug Connission and t lie DeT^axtnent 
of Sicpendltnxo . Sinilarlyj civil ^ 7 orks estinates are pDrocessed 
through tlio Separtnent of Srpenciture of the Ministry of Finance 
and the i'inistr;.?’ of yoriro, Eoucing and Urhan Developnent . After 
the Plo-nning Coionission indicates the anounts available for 
civil workvS, a Works priority Board in the Ministry of Works, 
Housing and Urban y 8 %’'elotr 2 ent in consultation ".jitb the aaninis- 
trativo ninistrieo concerned detornines the order of priorities 
anong the propsosed civil Trorks ptrojectc and distributos the 
available amounts accordingly. Finally, the Hinistiy of Works, 
Housing and Urban Developnent r^reparoc the civil t/orks dehancls 
for processing through the Dopnrtnont of Fiqienditure and in- 
clusion in the Budget. Apnr-nla can be nade b^r individualn. 
ninistrios to the Cabinet . Wlien financial deterninations • are 
nade, rough data on all roqulrenents are brought together for 
assonbly by the budget division of the FinsOnce Ministry into 
the annual budget presentation. It should, hox 7 Cvor, be noted 
‘that such detailed ostinates a.re not available in the case of 
several governnontal operations. For instance, nearly half of 
the Rs.32.30 croreo provided in the budget for 1964-65 for 
construction of Nationoal High Ways under Denancl No. 141, Major 


Hoad 103, was reserved for unforeseen- works . Obviously, ouch 
lunpsun provisions in the bud-get help neither rational esanlna- 
tioii of the eatinatos ^nor of feotive, fiscal nanagenent. Once the 


estimates are subjected to the scrutiny ot the ainlstry of 
Pinanoe the financial data are recast by the accountants general 

In the form of the Annual Financial statement and the Demand for 

Grants. ' ■ ' ^ 

Annual Financial statement covers all financial transac- 
tions Of the centre, aaoloally, n le an accounting presentation 
that shows data by major and subsidiary aooount heads prescrlhed 
by the comptroller and Auditor General under the fund structure 
established by tbc Constitution. According to Article 30 of the 
Account code (volume 1 ), the classification of transactions 
ehall have closer reference to the department In which the re- 
venue or erpondlturo occurs , than to the object of the revenue 
or enponditure, or the grounds upon which it Is sanotioned. 

Budget IS composed of several a.enands. Sach Demand may embrace 
some najor heads such as the following;- 

- Gfcneral Adninistration 

27 - Seientlflc Departnent 

28 - Education 

29 Medical 

30 - Public Health 

31 - Agriculture 

33 - Aninal Husbandry 

■" Cooperation 
35 - Industries 

Hhlle the major heads arcfeonorally m conformlt,^ with the 

departmontwlso classification of Dononds In the Budget, they 

also enbrace fields of activltv ^noh d.. 

aoTJivity, such aa education, agriculture. 

public health etc., which are functional categories. The major 
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heads are -suh-divided into Elinor and detailed neadis , The ailnor 
heads too, aro nartly organisational and partly functional , for 
Instonco, under 31 — Agriculture, the following are soiae of the 
Elinor heads ; Director, : Superintendence , Agricultural jiducation. 
Agricultural Engineering, Gran’ts-in-aid, Contributions, Works, 
other charges etc. Tinder the' ninor heads, the suh-heads or 
detailed heads, confora by and large, to what is coninonly refe- 
rred to as ‘object-wise classi’f ica.tion.’ , soae standard heaids 
being, pay of officers, pay of GStablis]aD.ent , allowances and 
honoraria, contingencies eto. fhe GovernTaental transactions are 
thus classified not -in accordance with any one rigid principle 
of classification, but oceletically in accordance with a number 
of criteria which sonetiED s operate together and sonetines pre- 
sent alternatives. The 'picture is thugisroadly one of depart- 
nental-cun-ob ject-wise classification criss-crossed by numerous 
classifications on a fiiiictional basis. 

These accounting classifications Were adjusted in a major 
reform in 1961 to permit improved analysis of government expendi- 
ture. As a rosiilt, they now, provide a few broad functional cate- 
gories like Social and Developmental Services and Transportation 
and Communications while at the sane time showing some across the 
broad groupings like administrative, sorvic'es, as well as contri- 
butions and niscollaneouo adjustments (which includes a large 
item covering all grants-in-aid to the state governments). Thus, 
the functional categories are not mutually exclusive and the 
total expenditure in a given function is not found in any one 
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place. Until recently, the Indian Governnent has been presenting 
a separate statenent on the fnnetional classification of e 3 q)endi~> 
tnre like the one prepared on an economic basis since 1957-58, 

Tlio provisions for Flan and Kon-Plan expenditure' under a 
densnd are groupod in one 3 ^lpporting schedule and objects of 
eirpendltiirc are eho’^n in enother schedule. The data also are : 
grouped to classify separately the revenue and capital expendi- 
■ture and Tjhetlier they are charged cr voted items. This presen- 
tation is supported by a coi-fcinaticn of narrative and statisti- 
cal infomation in the back of the volume which presents notes 
on variations in the individual denands (in support of the es- 
timates), broad aspects of Fon_Plan expenditure and notes on 
important schemes. 

The Annual Financial Statenents/^md the Demands for Grants 
are supplemented by an Sxplanat cry Memorandum which is a separate 
volume , of narrative, financial and statiatical/feata desi gn ed to 
clarify and support the bu'ret. It provides an analysis of the 
overall budgetary position of the government and summaries of 
rovonuG and errpenditurer. and capital budget transactions derived 
from the Annual Financial Statement. This presentation, there- 
foro, is based cn the officietl classification, of financial 
accounts (-.ncl shows net oxpandittiros tender the various heads of 
acuount, Tj:. addition ,,.i i firr'nl3b''-r a murber of separate analyses 
of 'different aspec'cs of the -total budget covering such subjects 
as gross tam revenue, and the costs "of colloctiont resources 
transferred from the dnntro 'to, the States 5 expenditure on various 
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functional cetegoriss and a d.istri’t'utlon of the Demands for 

hasis 

grants j including reconciliation ?/itfc the gross/of financial 
presentation in the Demands. 

Other doc umciits accompanying the annual hudget include an 
Sconomic Survey t7hich presents an analysis of production trends, 
prices , balance of pa3/menfcSj national income and related acc- 


ounts, Auuaai dopoi-ta 


.Q.ciC li. O X 


si the ministries and a consoli- 


dated report on all ccrimoreia.! atu^'industrial urder takings which 
explain the structure o.n3 eporations of the various organisations 
and -include significant statistical and workload information and 
the aailway Budget, supported by a Review of the Performance of 
the Indian Railx?ay. The Railway Budget follows the general form 
of the Budget for the Government of India, i.e. consisting of a 
financial statement, a Demand for Grants and an Explanatory 
Memorandum. .The document on reviews of railway performance is a 
comprehensive presentation that analyses the performance in tra- 
ffic earnings against the background of general economic condi- 
tions, It also reviews the nerformanco and expendi tare in re- 
lation to plane and targets, but in general,, the progress of 
f inane ial per formaaco and physical achievements are considered 
separately,. 

Thus, under the Indian system, presentations of the Five 
Year Plan are almost exclusively in terns of functional catego- 
ries such as agriculture, animal husbandry, industiy, transport 
and communication, social services etc, . -Sven the budget docu- 
ments such as the Annual Financial Statement and the Demand for 


'tifeies is 
inal Plan 


Grants contain a fair sprinkling of functional categories. 

However, these functional categories are prescribed by different 
authorities and while they can be reconciled they are neither 
uniform nor mutually exclusive. It is difficult, therefore, to 
develop a functional schedule which, groups all operations of 
the Indian Government that are directed tcivards the accomplish- 
ment of a specific service. Further nore. the Indian Budget does 
not identify the programmes and activities or projects that 
contribute to each of the functions or services performed hy 
government. Again, some classifications of this nature, appear 
in various parts of the budget but not presented uniformly or as 
part of an overall scheme. 

The same difficulties are encountered in relating Plan 
schemes and the budget estimates of the State Governments. 

Attempts have been made to aceooaodate the expend iture incurred 
by various governmental agencies on the Plan schemes and pro- 
grammes xvithin the existing structure of classification. Firstly, 
the distinction between plan and Non-Plan expenditure has been 
introd'iced in the classification of vcuchers so that expendi- 
ture stands classified as Plan or Hon-Plan. This distinction 
is reflected in the Financ©^ Accounts of the state and Oeatral 
Governments. These Pinanoo Accounts are published separately 
from the Appropriation accounts, the latter being concerned 
mainly with showing ejcpendituros against appropriations . The 

second way in which the structure of accounts accomodates Plan 
by the o*pening of detailed heads' 'for recording expenditure on Indi- 
schenes.or groups of snail schemes.' Along with the budget 


isst'ina'OGS g soBaratG boolj; ■ is tov, eacli StatG GoveynaGnt 

giving tile previsions nado for plan sell enes under tlie various 
najor heads in. tlie 3 >^ear in question. 

It night thus appear that an attenpt is specifically nade ■ 
tO' relate the Flan and the Budget. The' actual position is not 
d satisf acto.'^y one. In the first place, the Finance Accounts 
give ainor-hoad-OTse details so that the total Flan '^spanditure 
o,nd Hon~FIan enpaKditui-e under each najer heads and ninor heads 
are given . Fron these figures wo can have an idea of the Plan 
oiq;)cnditurQ of each Departnont broadly grouped under ninor heads 
hut not the expenditure on individual plan schenes.. Moreover, 
the groupings of schenos in the Plan do not coincide with the 
najor and ninor heads in the accounts and a nunher of schenes 
forning a related group are often executed hy different depart- 
nental agencies. As revealed hy a recent study on the pjOThlcn 
of ’Linking of Heads of Departnent and Budget and Accounts Heads’ 
nade by the Management and Adninistration Division of the Plan- 
ning Connioslon, the Head of the Hovel epnont Agriculturni 
^-rotluotion' Is scatteT'od xukier ii different ojer heads In EiLur 
and under 12 najor heads in Kerala, '.Such exanples could easily 
be nultipliod. As a result, the total plan cjgienditure booI®d 
under a aajor or ninor head can scarcely he regarded aafexpendi- 
ture cn individual or a group of ■plan Schcaes, Secondly, there 
is a .surprising lack of unlfomity .in .the nanner in which in- 
foraation relating to the provisions fdr.X’lan scheror is presen- 
ted hy various State " GovemaGnts,.’, -.Sone- State Goyernaents 
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(e.g, Orissa, ^j^sore and Andhra Pradesh) give the inforaation 

in statements arranged on the basis of hud get or account heeds 

(as provisions for various schemes under one head of development 

or even for one scheme are often made under a number of budget 

heads, statement of Plan Provisions arranged in accordance with 

budget heads are not very helpful), A few State Governments 

■(o.g, Madras and ■ Jammu fe -Kashmir) arrange 'the figures’ entirely 

by heads of development and schoiaos, giving a reference by nun- 

bep to the various budget or account heads under which provisions 

stand recorded, without indicating the actual provisions under 

eaeh head. Still other Governments (Eeralamd Pnn,1ah) arrange 

the figure according to the heads of development and schemes and 
: the 

indicate against eae'h/provioxons made under each major head. 

The Maharashtra Government gives the figures, in accordance with 
Plan heads in the Abstract and in ace or dance with major heads 
in the detailed statoments,, so that the correlation cf the Abs- 
tract and the d 0 tali«d statement is not voiy easy. The Gujarat 
Government . gives the ini ormation iir accordance with budget heads, 
and adds a statement connecting the Plan schemes and the major 
heads of account. The TTost Bengal Government gives a good deal 
of information, but in such a large number of ^statements that the 
publication is not easy to consult. It would seen that the 
Planning Commission has not suggoc.ted .to- the State Governments 
the adoption of a common pattern for the presentation of - in- 
formation relating to Pli^ .schenes .as' a supplement .to their bitdge 
estimates. Such a laoS: of. harmony, in- the -prosentation of - in- 
formation relating to Pl.an a.nd-,- budget catogoi'ies renders’ it- 
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alfflcult to get an integrated view of tlie plan and pro gratames 
on tbe one hand and the projects and activities envisaged in the 
budget on the other. Undoubtedly the present system of classi- 
fication of expenditure loohs like a labyrinth which is beyond 
the Conprehension of average legislators or other aenbers of the 
public who are nainly interested in knowing what the governiaent 
is doing, how nuch, when and at what cost. They are. least 
concerned about the accounting ingenuity nanifest in the present 
systen. 

As an independent agency maintaining accounts and conducting 
financial audits for the Central and State GovernBients the Comp- 
troller and Auditor General of India wields eiiormous influence 
in the financial nnnagemont throughout India, It participates 
in the budget process and issues annual financial and audit 
reports. Reports on the Centre are transmitted to the president 
and through him to parliament for follow up actidn. For the 
States, reports are routed through the Governors to the State 
Legislatures . 

One of the anomalies of the present systen is the combina- 
tion of audit and accounts in the sane heads. The question of 
separation has been under debat e/or some tine. So fay such a 
separation has also been effected in a few departnents like 
railways and defence as well as in several of the public enter- 
prises. But, the extension of the process of separation to the 
entire govornnent is delayed on the ground of econony. As 
oentloned earlier there is acdnnoa classification for the budget 


and the accounts with * . 

; '^aa subsidiary 

conpilation to tie the ' accou^t-s'^’-y -’’nt- >», 

wata v.'it0 the aooronriation 

structure, fuzids structure, as vel-a- ‘ 

, ac. tuu plan categories, in 

a«idition, '^-^2 adrjinistrative '^f -r-i a-. ,- -, • + • 

■ . ■ ^ ninxctries namtain accounts on a . 

cash .basis in terns of the bu-'" ret ^ 

ii,. attenpt .to, co,ii- 

■trol the use of funds . it i-r. . ,. 

■• . , , at:, x- -‘at aeriocac progress re- 

ports in terns of physical oittain-iert-^ r-ir^n. •■v,^ - 

. . Y"^^— also introduced in 

■sone progressive departneuts au+ in +h-ir. 

. . - -• • '- xn : -■-idir preoccupation T 7 ith 

tae process of budget pronaration and _ 

- . * . — ponaiture control the 

pi^asical drata thrown up to the J’-a-bo- -.ch^-^inn- 

■ ••—.,00* .-cnwlons of n-aaagonent do 

not properly serve the puraoses of decision 

, . , . . . . ^coision-najjing, review and 

control. Budgeting would serve as an ef-^cct^v- 

.-n cixectivQ tool of nanage- 

nent ..i,, j„,etl<,nal ol.c 3 incat,io„ io introduced et all 

t&e ctasec of financial adnlnintratlcn. it nay also be ™rth- 

while to introduce accrual ^ccfiim+iTi.- -r? 

<•0 count '.dierever necessary. 

Budaetinia in Tndir. . 

in India, the naefl for nodernioinotae hud^etaiy fi.ane..,crh 
eas keenly felt over since a/e undortool: nlannad ocononic develoa- 
nent. Ee, sever, the first denand for the introduction of per- ‘ 
fomanoo budgeting v,as node inphs Lov fubbo m 1954, during the 

a ..obato .n .ae Finance Ministry «s control over ex- ' 

penditure. This thene was talren un .-n-’’ + 

- --urther strengthened 

. oy t!ie . S’ooalcer of tfi'P i • — u.v— 

Sb*ie liOk uOOllO. In t^c ^ 

Loiir^^o 0^ luG address to 

the onnual conferenoen of the yresidlng officers . it found 
further strength fron the reconnendations of the Ssttaates 

Conalttee. The Oonnlttee, in the SOth feoort on 'Budgetary 
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?wefdrn' (1958) su^Kested that 

”?erfornance--cun--Progran’ae System of Budgeting v-rould he ideal 
for a nroper s.’n~>]reciatiQH of the sclienes and. outlc^ys i ncluded 
in the Budget, especiall;/ in ths'case of large scale develop- 
nental activities. -The Performance Budgeting shoulJifce the goal 
rhieh should; be reached gradually and by progressive stages 
rithout any serious budgeting dislocation. It as to be hoped 
that the enperinent towards ?erfom.aace Budgeting on a selective 
basis in order to supplenent the traditional budget X70uld be 
expedited end that the 1959-60 Budget contain concrete results 
of it at least in the. case of selected ninistries or projects." 

Hhile noting the suggestion of the Bstinates Conrittee, 
the G-overnnent indlca.ted that the possibility of its introduct- 
ion toas alresidy under ezaninat ion of the Finance Ministry and 
that the feasibility or otherwise of Perforn.ance Budgeting, 
even on o. Linited scale, depends, upon the. •'utcprie of this 
exranination, ^hey felt that if the findings of the study are 
favourable, it nay be possible to nahe a beginning in the, 1960-61 
budget. In response to this reply the Sstinates Connittee in its 
.60th-61st Beport (1959) urged that the natter be expedited so 
that the 1960-61 budget r/ill be a Perfomance Budget partly if 
not rjliolly. 

Further, in their 73rd Beport (1960) the Bstinates Connittee 
reminded the Gpvernnent of their earlier recoonerdations about 
the Perf omance-cun-Progranne bud.get:S besides the business-type 
budgets TThich the public enterpriser ' nay be encouraged to prepare 


for the use of Parliameiit , As a result of such persicteut 
demand from the Estimates Committee the Department of Sccnont.; 
Affairs in its Office MeEioranduE|l'To.F-8{6)-3/60 elated Juno 
1961, .addressed to all Ministries of the G-overmient. of India j 
drew their attention to the demand of the Estimates Ccanittee 
requiring that the public undort airings 3lioeic]fpi-oparo Ferfor- 
manee-cua-Pr'o gramme statemont henldes huainojotype hudgo’rs for 
subnission to Parliament . For this pnrrpose the Estimates 
Conmittoe had encouraged tlio undertslrings ■ to adopt the profomus 
in use in the United States x-ndor the United States Corporation 
Control Act, 1945. Accordingly, the Ministry of Finance recoa- 
mendod that the departnentally' run undertakings in India may 
very well emulate the oxanple of tUg .Tridian Railway in preparing 
a review of their performance for periodic submission to par- 
liament . On the other hand the companies set up under the 
Indian COmpenlesAct, 1966, and the Corporations set up under 
the various' :statutGS have to follow the provisions applicable 
to then as;laidv4own in their ’‘cop'.c‘'‘'ur..' eras trie nr. c. Where no 
ouch specific provision has been made in regard tc these mattors 
in the relevant Act, -suitable inotr’io-i-r. ons in this bclialf were 
required to bo given. The Kemor-andut:, h(,W 2 ver, du'ei'y advised 
the various undertakings to adapt the spooimon p-oferrjas sui- 
tably keeping in view the operational roviu.ireaonts of the varioam 
undertakings. It if true .uh at, the eo,C*.n/,'; enterpriser, in 'the 
public sootor wore ^ick in introducing _biiS'ineaD-typG budgets 
which are invaluable aids ' to 'nanagomaat . Expert invustiganior'' 
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have alDO beoa nade ahoul: the feasibility of coonercial budget- 
ing- and - stops that need be taken in this direction in soiae of 
the undertakingD like Posts and Telegraphs where such accounting 
ref orns have been introduced -since then. But very little pro- 
gress has been a ado in the developnent o|4>erfomance-cun- 
progranno budgeting. The energency that has prevailed since the 
last quarter of 1962, night have discouraged the Governnent fron 
esiperlnenting X7ith new methods and techniques of financial 
nanagonent , ' . 

In the noanwhile the Ministry of Finance invited Frank 
W, Krause of the United States Bureau of the Budget to exanine 
the question of Perfomance Budgeting in India, On the basis of 
a reconnaissance conclucte-d by hin in April 1964 he .node a ease 
study of 3 departnents, namely. Central Board of Revenue, Cen- 
tral Public TJorks Department, and National Snail Industries 
Corporation on the basis of which he reeonnended the adoption of 
a comprehensive and clearly phased plan of action to introduce 
Performance Budgeting in all central ministries .and related 
enterprises. Such a long-range improvement programme requires ^ - ^ 
a strong backing of the Cabinet and the Parliament, He has also 
emphasised the need for decentralised aocountlng and a single 
purpose functional classification at all levels of financial 
administration as the main lever of development administration. 

The Institute of Public Administration .and the .Management 
and Administration Division of the Planning. Commission have also 
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oontributo. a groat cloal i„ oroparing tho grounao for o.„ oarly 
s^xtcb over to portornanco budgotiag. -..tth the atolstanoa^t 

can ,7. TtUor, OMef of Budget Mothodo i„ the Bnlted States 

Bureau of the Budget for about six weeL- in Tni.r . 

' ■ . in July - August 1964 

organised a series of leetnrpc ^ik4 ' '■ ' " 

.. i-Gctires xn ^Thlob about 150 persons 

of -financial and accountin/r bachrrr,'>w in f^n 

. ^ in the various donart- 

nents of the Governnent and ouhlio iinrioT-+^’ ■ 

.upiic underta.£inga participated. 

. The M,anagone„t and Adnlnlstratlon Bivl3ion In the Planning 

Cpmlnalon had nade none nlanoorina t 

. ■ cring oficrts to convert the 

traditional budgets of sor® nf +t.^ u, • 

6 of the public undertakings on a 

per f orna-Bce basis . ' ■ 

A '?Ang are the docunents prepared 
by then; “ ■ 

(a) Introduction of nr'o i 3 nA<v 4 • . 

Meohanlsad Parr Budgeting in Central 

--rn Uuratgarh;, Janu.ary 1966, (Mlnao). 

(b ) I^trOClUC t Ion of n 1 ' JL # 

Highways, February 1966 National 

(c) Introduction of Perf'^rn-W'^. 

(Connunicationo) , ^3bSiory^l926^ 3?elephones 

(«2) Linking of Eeacls of I)cDa--+r^ontf' n ^ u. 

Account Eoads, Novenbe? ImsThinL^T^ 

The probing efforts of c 0 p p ■r-rr^n -rnn ^ , 

\,a& follored by the 

studios Of the .orhing croup on Performance Budgeting not up by 
U .tudp fern on Pinanolal Adminiotratlon of the Adninlstratlre 
or.0 conniooion. Baaed „„ the Beporto of ite Porting Croup 
ana the .tudy To® on Plnancial Adnlnlotratlon. the Adninlotra- 
ve lioforno Oomisolon reootnondad the introduction of Per- 
Xoifanee Budgeting in India. The Adainletrative Heforms 
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ConinissiGn Seport on E'iRancG, Acconnto and 
major reeonnendat ion nay be regarded, as an 
in the financial development in. India. 


Audit containing 'this 
important milestone 


the Working Group had aggested the Introduction _ 
of performance' Budgeting in two or three developmental depart- 
ments, to start with, before its extension to othenT&epartments, 
The study Teem had also endorsed this policy of gradual change. 
But the, A.R,C. recommended its adoption for all the develop- 
mental .departments at the Centre and the States x^ithin £j years 
beginning from 1969— 70. The Government of India has decided 
'.against any rigid time schedule but agreed that performance 
Budgets should be introduced in all developmental departments 


gradually. 


The Government of India did not wait till the AWR.C. re- 
commendations were forrially accepted. , Soon after the 1968—69 
budget a document entitled "Performance Budgets of Selected 
Organisations 1968-69" prepared by the Ministry of Finance was 
laid before the Parliament. This document covered four Union 
Ministries / Departments (16 organisations & services in all). 
The schetie was extended .to five more Ministries / Departments in 
1969-70, Two more Ministries (seven organisations) were added 
in 1970-71. Since Inst year the task of preparing Performance 
Budgets are squarely placed in; the . hands of the respective 
departments.' Some of them. have, sot up performance Budge.ting 
Cells / Working Groups within .their departments to prepare such 
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■budgets under tbe guidance of tbe Ministry of Finance. 

At' the instance of the^Central Ministry of Finance sone of 
tbe State Governnents like Tanil Nadu, Kerala, Mysore, Maba- 
rashtra, Punjab, Rajasthan, Nagaland, U.P, , and Goa have also 
begun to prepare Perfomance B’udgcts of their otm tor selected 
dopartnents. Central territories life the Andanan and Nicobar 
adninistration have also nade sone efforts tox7ardo- Perfornance 
Budgeting. 

The A .E .C . appreciated and onj>haGised the need for training 
r/hich was earnestly taken up by the Financial Managecjent Unit 
of the Indian Institute of Public Adninistration, Besides 
training sone of the staff of sister institutions like the 
Secretariat Training' School, New Delhi and H.C, Mathur State 
Institute of Public Adninistration, Jaipur, the I.I.P.A. has 
launched several training progrannos to develop proper appre- ' 
elation and working knowledge anongst the niddle and higher 
level functionaries in the Governnent of India, State Govern- 
nents as well as in the public undertakings. Five types of 
co_urses have, so far, been developed s 

1, Eleven Courses on Perfomanoe Budgeting. 

2, Five Courses on Budgeting and Financial Control. 

3, Throe Special Courses on Perfornance Budgeting for Public 
Unrlertakings, 

4, One Course on Perfornance Audit. 

5, Financial Managenont Courses in the I.I.P.A, and nore 
than half a doaien State Capitals, 
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I?©r4c3r!'-3i2.iiCG Biicl '^©’t i '^2 fess Tdgqki. tliQ t.iG'i.xi tiiGris cirounci wliicii j 
•3-11 these course© Ii-aye ’oesn organised.', Opecialiseci courses on | 

Perfomsnc© Budgeting for capital projects, are also designed, | 

r.o far -ahout 1000 niddle leyel officers have ’anaergone this ; 

' ' ' I 

training. Besides the Secretariat 'Trciining School (institute 

for Cecrst-urlat Training and Managenent) and II.C . Iviathur State j 

Institute ha.ye together org-anioed more than a dcsen courses on ; 

^ i 

Perfomance Budgeting, i7i til the strong fa,culty support from the | 

I.I.P.A. The Institute has also held sxieciai seminars on finan- 
cial aclninistration for ITniveroity t e -ache rq/;3e sides collaborating 
T7itli Universities ilhe Punjab and Osnani-a in organising special 
courses ,on perfornance Budgeting for different levels of Gover- 
nent, 'The Centre for Municipal Administration, II?A has also 
been enabled to organise a fern courses in Municixued Budgeting 

■focussed on performance Budgeting. ' ■ i 

. ■ ^ 
Besides training, the Financial Management Unit of the 

I.I.P.A. has conducted a depth stud’’/ on the applicability of 

Perfornance Budgeting to Oapit'O! projects in Central Public 

Torts Department. In addition, scores of morhshop reports \7itli 


varying degrees of excellence have been xiraparecl both for opera- 
ting s.nd construction activities. The Financial Management Unit 
of the I.I.P.A, has 'also rendered some consultancy services to 
some of the States and public sector und'ert-ahings. Several 
publications are undermay highlighting the feasibility of 
Performance Budgeting ;and related 'aspects . of Financial Immrovenent. 


Prospects 



It isoio longer necessary/ 

to onphasico 

the 

advantage 

are 

likely to accrue fron an 
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het'veen the resources and the operations. 
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the nost effective way. Sj'vsii the requisite level of literacy, 
the r/elfare content ot a progressive budget expressed on an aa 
activitj^ basis would strengthen the democratic process and evoke 
neaniagful -oartieipafion oj^'ths Gitlaens in tha inpleaentation of 
the tasks set out in the budget. In other words, perfornance 
classification helps to inprcve public relati'-ns by providing 
clearer ini'ornation for a rational public appraisal of res- 
ponsible Govcrnnent , ' , ■ 

If developriental c-ffori: is ' more than a r;ra.ndiose oaoer nian, 
the various programos .contained 'therein should be more ooera- 


tional. Often its impletaentation Is daisied and distorted 
partly by faulty pliasing and scheduling and partly by apoplexy ' 
of administrative and financial p oarers In the higher echelons 
and anaemia in the grass roots of administration. Apart from 
top heavy administrative structures excessive criss-crossing 
or organisational and functional responsibilities seem to block 
a smooth process of a rational delegation of powers. It may not 
always be possible to bring about a iperfect harmony between 
.organisational and functional categories. But, when a great 
degree of synchronisation between progranne and organisational 
responsibilities could be achieved it would facilits^te an 
effective system of decentralisation making on the spot adminis- 
tration and unit of command possible. 

Decision-making at the different levels of the organisa- 
tional hierarchy will have to be supported by an efficient 
system of information and communication, A rational review of 
the order of priorities, allocation of resources and the struc- 
ture of responsibilities will be possible only when the requi- 
site cost .and work .data arc made avail.able at appropriate levels 
of decision-making. Besides, managerial control based on the 
exception principle will not be effective without adequate cost 
information (based on unit costing and Gt.3nda.rd coating wherever 
feasible), 'Only performance ' classification of expenditure 
accompanied by internalised accounting ■ and systematic repoi'ting 
could provide such informational support. Such a transforma- 
tion would also facilitate the .introduction of cost audit as an 



inportant ingredient pronoting efficiency and econony in the 
operating agencies. 

Sone of the reconnendations of the A 3 .C , on accounting 
and connected nattei^s that have a vital ■bearing on the snccssc 
of Perfomance Budgeting have 'been referred to a Tean of Offi- t 
cers . One of their inportant tastes. Is to strearaline the. acc- 
ounting heads to suit the neeSe of 'perfomance Classification, 

The first instalnent of their report relates 'to the restructur- 
ing of sone of the Denanclo .for Grants and Major '!Ie ads of Accounts 
The various sections -in the budget are also reorganised. The 
realignnent of ninoy ■heads, of accounts and further sinplifi- 
cation.of accounting stiHicture is under' consideration, ; ; 

Provision wact already there for; afflcMncy-cua-perfona'anc© audit ^ 
though the spirit has been lacking; , Nox? since^ April 1969 with 
the constitution of Audit Boards, an attempt is--aade to give the 
audit of public enterprises a perforning oriGatation.'; 

Organic integration of the processes of planning, pro- 
gracEiing and, budgeting would ,ba facilitated only when functional 
classification is applied at all the stages of financial ad- 
ninistration. If annual budget is, essentially an instalnent ■■ 
of the long-tem developnent plan relating to the, public 'sector 
the traditional olasstficvation- of.^the Midget does not' facilitate 
the inter-x-Tcaving of the physical and financial aspects' at 
various operational levels, ' Tho advantage of Perfomance 
Budgeting in such a situation la, that it brings .'the financial 
and physical aspects, together right S,ron the , eabryonie e'tage of 


To sun upj 


a proposal to t!i© final ©aorgence of at’:as a scheij©, 

Psrf oraance Budgeting helps to hring about an organic Integra 


tion of planning, . pro-gracjaing and budget ltigj_ provides for nore 
effective controls j shairpens deciS'ibn^-cialEing at all the esecu-- 


tive levels; mahes legislative control more neaningful j he!|.ps to 


gear to process of decentralisation, of authority in conformity 
•with real responsibility and helps to improve public relations. 

There ar§ certainly a fe'57 pitfalls and problems "which con- 


front attempts to introduce performance budgeting. For instance 


functional classification is regarded as the cap stone of 
Performance Budgeting, But the diverse world of reality does 
not always lend itself to neat and discrete categoriesjmost use- 
ful for classification ptirposes. Hence, the problem of identi- 
fying appropriate and adaptable functional categories . Sven 
where identification is not so difficult the establislment of 
piroper worK units to measure such activities may te foraiciable 
especially in areas such as project design, surveys, research, 


foreign affaihs, etc., which defy standardisation* 


■'Further, performance budget aids but does not , solve the 
greatest problem in, budget decisioh-mahing, namely the conpara- 
tiVQ^valuation of projects, functions 'or activities unless it' is 
supported by cost-henefit analysis which itself is far from 
perfect especially when the indirect and intangible costs and 
utilities are Involved in a big' way* 3 ven 'when these ensure a 
great degree of reliability they, help to measure quantity and 
not quality. Sometimes, Information relating to quality nay be 


crbtained out of soiEe descriptive aateria?*. ontaiHOd fr os op urg- 
ing agencies . But quality ' .control will require aore e?al:or?.te 


and., rigorous engineering 


statistical devices designed fcr 


that •Duroos? 


GometineSj the clacsif ioation developed may be imcli too 
hroad to reveal the significant prograasee and activities of i'hc 
agencies and to serve as a firm basis for budge taiy decisions 
and management* Sven vrhen the classification is .alright, sopl'is*- 
ticate.d tools such as B3ET and line of Balanced Tecimologj’' or 
Critical path etc,, will have tc be supplGmcnted to costing and 
other aids provided, by the Performance System in order to manage 
the construction o^iiew projects especially when there is very 
little cost precedence. Some of the studios and worfeshon repoi't,; 
developed, by the Financial ManagCEent Unit ’of the 1. 1. P, A. have 
helped to explore and improve the available tools in this are -a. v 
Besides, perforaance Budgeting nay tend. to aneourage over~decDn- 
tr.3.1isation and over-slnplification of the approprl.ation ct.r;:'' 
ture and conoolidation ci lur-Ctioual categories for purclp- luu-- 
getari^ purposes thereby relegating the irportant pregranne end 
nanagenont con.ciderations to the background* It night also te:,.c 
to proliferate t'ae pi'oforne, as i'’.r’'Olving exxomous burdens on the 
accounting facilities withSi-x the agencies. 

Despite those pitfalls ana f ermidable rrobicr. ot work 
neasureruont ana. coctiru’:, VerforDar-oo .Budgeting is bound to reir 


a very useful purpose in tho_coxitext of plaimod economic develop- 
ment in -a country like India, .This esnlains the ex'ornous 


concerii 


displaj^ed fey tfee. Farliaaentarj?- Connittees ano- A..'%,C.lor 
feudgetary reforias. Thought &■ siiauliiatieous moveiaeiit oraferacing all 
the elements of Performance Budgeting applicafele to tne Lentral, 
State and Local Governments is desirafele^ initial emphases may 
fee placed -on the profelem of identification of programmes and 
evolution of suitable measure of vtotIz aiiii costs in the x^eiiiial 
Government. This should fee a part of conversion plan vitn 
annropriate phasing over tins feacked fey S'crong legisiaoive ana 
executive support. All the departments and agencies should be 
actively associated vlth the conversion process. ' It sho^lld be 
realised that vhat is not? feeing called s performance Budget^ is , 
nothing but a document refashioned out of the available data from 
the Demands for Grants, Annual plan. Annual iteport and so on. 

If Perfarmance Budget is/to fee of operational significance it 
ought to fee built from operating levels of responsibility and 
summarised suitably for higher levels of Eianagement, Moreover, 
•fche .absence of proper measures of avorkload is the Achilles hoel 
of Perfomaance Budgetihg. Unless suitable norms, and yardsticks: : 
are developed Performance Budget mill be like a coatlo built cai 
quick sand. The leadership xjhich outght to spearhead ■ the change 
in each Ministry ought to fee. clearly identified. The Ministry of 
Finance should encourage the requiiiie staff orientation and 
training. The conversion plan should 'also fee mdo available to 
the State GovenHaent s and the loading municipalities as part of 
an endeavour to induce then,' to adopt progressively the func- 
.tional classification. Hardly' a.' few public enterprises could 
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clain to have installed Perfornance Budgeting, Their efforts in 
this direction would, therefore, b© innensely rewarding. 

Accounts should be separated fron audit. It should pro*» 
perly be niade part and parcel of the tianagoaent function with 
appropriate efforts to decentralise its location. Accrual 
accounting may also be Introduced wherever feasible. Finance 
Ministry may be made responsible for the collation of accounts 
for the entire government. Even if this process of conversion 
would involve a little more cost by way of strengthening the 
accounting and financial facilities in the operating departments 
it is likely to be more than compensated by improved operative 
efficiency arising from the data made available through the : ■ 
single purpose classification and information system. 

It should, however, be remembered that Ferfornance Budgeting 
is a tool, and not a panacea. Whether it is manageable or un- 
wieldy depends largely on the skill of th(?^ool maker. How 
effectively it is applied depends on the skill, imagination, 
energy and strength of purpose of the usor. All it can provide 
is a meaningful Basis for administrative planning, executive 
coordination, legislative decisions caid administrative accoun- 
tability at all levels of government. It is by no means a 
substitute for responsible public administration. 


***** 
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I an grateful to the Indian liistitute of Pu.blic 
Administration for inviting me to lead the discussiai today 
on Delegation of Financial Powers and Role of the Financial 
Adviser. As the course is iiitcnded for senior officers of 
the level of Deputy Secretary to the Government of India and 
officers of equivalent rank and comparable experience and 
responsibility in the State Govemments, most of you must be 
having intimate personal iaiowlcdge and experience in respect 
of the question of delegation of financiel powers and also 
piOBSibly the associated quest i'On of the role of the Financial 
Adviser. This irekes ny task much easier. You have no doubt 
also had the benefit of going thraigh so3!b of the nxcollent 
papers prepared cai the subject by Dr, Thavaraj and Shri Haiida. 
From the imposing list of books and literature included in the 
Bibliography circulated to you. I nay take it that you arc 
already very Ttuch steeped in the subject of discussion today* 
In view of this, I do not propim to go in great detail into 
the history of the cvolutl^on of the present Indian fiiianoial 
system, the contents cf the reports of several Gomittocs aid 
individuals aiiggeatingmaasures for imrrovement in the syottr. 
and the series of atopep.tbat have been toltcri bj the Gcvcimment 


2 


of India in this regard ever since Independence, Howevor, I shall 
touch upon these in a very brief v/ay just for the sake of providing 
the necessary background to the discuss icaas to follow. 

2. The subject for today’s discussion consists of two parts s 
Delegation of Financial Powers and the other the Role of the Financial 
Adviser, There is no doubt that the second part of the subject has 
an intimte relation to the first. In the first instance, I shall 
tal5B up the first part of today's subject, that is, Delegation of 
Financial Powers. ^ • 

The questicn of delegation of financial powers constitutes 


only one sector of the general question of delegations. General 
considerations underlying the principles of delegation have been 
very ably and lucidly dealt v/ith in Chapter VII ofthe Report of the 
Study lean of the Adninistrative Eeforns Comissicn on the "l/bchinery 
of the Gevernnent of India and its Procedures of Work", Part II, 
presided over by Shri C.D. DeshniMi, I presume most of you have 
already studied the relevant portions of the Report beco-use it is 
a document which administrators should read. It is obvious that 
delegation of povrers and functiens is essential in any organisation 


and particularly so in Government where the activities are all- 
embracing, cover a vast area and comprehend many aspects cf life',' 
Because of this, Governmental machinery is larodigious in sise and 
far spread, V/ith the expansion of developmental activities, parti- 
cularly after Independence and in the context of the goal of 
socialistic pattern of society that we have set ourselves cm in the 
present democrat ice set up, the scope of these activities is becoming 
more comprehensive. This has resulted in immense expansion of 


Governmental nachinery both in the number of personnel employed and 




'C.v..;/-' 



in the spread of their locations. The problem of delegation has, 
therefore, becoEe juicreassif^ly important and pressing and has been 
engaging the attenti-on of Government and public agencies, particularly 


during the last twenty years* 

3. Though it is obvious, it has to be remembered that delegation 


of functicns and powers is necessary for more than one reason, hi 


the first place, it is patently not possible to concentrate all powers 
and functicns of G-iTvernment at headquarters when its writ has to be 
inplenented by its officials at different levels in diiTerent parts 
of the country, Socciidly, the concentx'aticsi of all pc/wci-s of clocisicn 
ri'iking at the headquarters of Govemrent ('whether the Centre or the 
States) v/ould result in considerable delays arJi censequont disccii'fcent, 
which it is the object of responsive administration to avoid'i' Thirdly, 
oancentration of powers will detract from the effectiveness of adidnis- 


traticn in the field and to that extent render the implementation of 
the developmental prograrne s difficult, lastly, as has been stated 
by the Study Team of the Administrative Ttefcrrr Comission, rosponsi- 
bilities and powers mst match together. Thus, if a fmcticnary is 
given the lesponsibility of executing a particular job of work, ho 
should also have the minimum poswarc to implement it effectively,' 

This is particularly important for psychological point of view, 
because the functi'onary has then a feeling of participation in the 
administration of Gevemment and does not csonsider himself nercly 
a cog in the wheel, EEant only to carry out orders and the dictates 
of sor® high official in a remote part of India, It is only under 
these circuma'tancee that a persen shculd give of his best for the 
effective dischnr^ of his functicns, 

/ ■ ■ ■ .7 
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4. The need for delegation has all alcaig been recognised and such 
delegaticn of powers was in fact effectively enforced before 3hdeix;ndeiice„ 
In the States, powers and duties of each functionary in the Eevenue 
lepartEBnt from Patwari up to the Conmissioner or in the P.W.D, from 
Sub-dyerseer up to the Chief Engineer were clearly laid down and the 
adninistraticn ran reasonably smoothly in the context of the , linj-ted 
functions and activities of G-cvemnento The problems of administration, 
ho'ivever, have become more cciaplicg.ted and difficult, initially because 
of the system of controls and regulations established during the war, 
which entailed large expansion cf administrative mehinery, and there- 
after, since Ihde I’jendence , because of the large developmental activities 
undertaking by Government, Iftixle the powers delegated have been enlarged 
during recent years, it is a Eioot point v/hother the delegaticns are 
conmsnsurate with the enormous expansicn in the scope and nature of the 
activities of the Gwernment and the consequent proliferation of 
bureaucracy. 

5« The extent and nature •£ delegations has bo be reviewed from 
time to tine in the context of increasing load of v/ork and the changing 
functions and activities of admin istraticuo Therefore, as has boon 
menticnod in the report of the Study Team of the Administrative Heforms 
Conmissicn, the extent of delegations must be a function of the vo1ui:b 
cf work to be handled, and when the work load goes up substantially, 
there should be a corresponding si^paificant stepping up of delegati:nSr 
If this is not dene, there will be, as in fact there is, avoidable 
proliferation of staff at the Centre with the consequent problems of 
administration, coordinaticn and delays. Further, the delogaticais have 
to be tailored to the nature of the wox'k handled by an organisaticn* 
Therefore, it loay be desirable,, as , in, fact it is the practice in many 




cases, to delegate powers according to the type of work and prograrxe 
to be iaplemented by the orgi'anisaticaa, v;hile n-iintalnirig certain basic 
uniformity in regard to' commcn matters. 

6, The delegati'on cf financial powers, is, as I mentiaiccl. earlier, 
cnly one of the sectors of delGgaticn. It is, hcv/eyer, a very important 
sector and the adequacy of the arrangements obtaining for this purpose, 
has, from tiioe to tine, been the subject of lUich eriticisi.i an! exaiiina- 
tion. Further, the delegation of financial powers has added significance, 
as, under the statutory provisiions lander the Caistitution, the Fdnistry 
of Finance at the Centre and the Finance Dapartrnnts in the States have, 
unde rst and ingl^'-, been given a special posit i'On in regard to the n-'inago- 
nent of the financial affairs of Government, The existing rules of, 
business provide that, subject to general or special orders mde by the 
Ministry of Finance, no Departnent shall, with-ut the previous concurrence 
of the I.!inistry of Finance, issue any orders v/hich may; 

(a) involve any abandennent cf revenms or involve any 
expenditure for vtiich no provisicn has been mde in 
Appropriation Act; 

(b) involve any grant of land or assignment of revenue 
or concession, grant lease or Licence of rrinoral or 
forests rights or a right to water, power or any 
easement or privilege in respect of such cqncessicnj 

(c) relate to the number of grades cf posts or to the 
strength of a Service or to the imy or allowances of 
Government servants or to any other conditions cf their 
service having financial, inplic at i cars, or 

(d) othervjise have a financial bearing whether involving 
expenditure or not, 

There are identical provisicaas in the Rules of Business of 
the State Governments, 

The above -cent ioaed provisions nay appjear tc be unduly restric- 
tive, It will, however, be noticed that the ruin includes m important 


proviso. The restrict icn is subject to Kenoral cr six;cial orders as 
r)ay be issued by the Pinance Minj^try. The rules thus envisage not 
cnly financial control but also financial delegationj v/hich is raore 
inport ant. All the delegations mde in respect of financial natters 
flow from this proviso and the various rules such as ’he legation of 
Pinancial Powers Rules’ derive their authority therefrom,' Considering 
the vastness of the administrative apparatus in India and the diverse 
problems handled by it, it is imperative that powers and respensi- 
bilit^s are decentralised to the mximn extent possible. The contents 
of the financial delegations have, therefore, beensteadily increasing 
from time to time, 

8, The control of the Finance H/Iinistry over public expenditure is 
exercised in three stages; (i) Approval of Programe or Policies in 
principle; (ii) Acceptance of previsien in the Budget Estima,tGS; and 
(iii) prior sanction to incurring of expenditure subject to such powers 
as have been delegated to the Administrative Ministries,' Until recently 
the ifflnistry of Finance v;as exercising rigid C'ontrol at all the three 
stages. The control of the Finance Ministry on the third stage has 
been somewhat liberalised by delegation of the ebhanced powers to the 
Administrative Ministries during the last decade. How the Finance 
Ministry seeks to exeixiise its ccntrol mainly on stages (i) antj" (ii) 
that is, at the stage of approving a programme and subsequently at 
the stage of accepting the budget provision. 

Since the Ministry of Finance has the ultimate responsibility 
cf achieving a reasonably fair distribution of the total sun which the 
country con afford to devote to Government , expenditure, between the 
different services for which tiie Government accepts responsibility, 



the need fctT ccntrol or scrutiny at these tv/o stages by the Finance 
Ministry is not denied. At the sane tine, it is to be ensured that 
the control at these stages is not too rigid or detailed, iaTolving 
too mch tiiGB and effort which my slow down the pace of work, and 
delay the inple mentation of projects, particularly developmental, 
comercial or industrial ones, thereby causing loss of naticnal: 
effort or inccne. It is also to be ensured that the scrutiny is 
Gcnstructive, p^pcseful, inaginative and net narrow in Gutlouk or 
cranping in effect. V;rricus attempts iaave been made to achie-’/c these 
objectives but still cvie cannot be sure that the sane have been 
realised in an adequate EBasure, 

9. It is net necessary for me to recapitulate tba various efforts 
imde in the past to review the adequacy of the delegaticn of powers 
and- to devise neasures for inproving the situaticn. Apart frnn the 
reports of Sir James Gri^pg and Sir Richard Tottenhan prior to Indei'Bn- 
dence, the recorjaendatiens of Shri Gopalaswamy Ayyangar, Shri A.D. 
Gorwala, Dr, Paul Appleby, Shri Deshmkh and Shri Ashok Chanda and the 
various reports of the Istimtes Gotxiittee are no doubt fatiiliar to 
you, Hov«ver, the reconnendat ions of Shri A.K, Chanda, foraer Conjv- 
troller & Auditor General, merit special mention. He fc-lt that the 
existing sys ton of financial control was wasteful because schemes 
whem drawn up without sufficient technical and financial advice. 

He also felt that the external fin-ancial advisers were net sufficiently’' 
faniliar with the problens and difficulties of the adiiinistmtive 
Ministries, Ho strongly recomended adoitia^ of the U.K, pattern 

c 

under which the Secretary of the Adninistrativo Ministry is the " 

"Chief Accounting Officer'’ and is -entrusted with full and clear 
respcnsibility for financial regularity and propriety,' In the U.K., 





11. I have no doubt ycai are faniliar with the c extents of the 
Octeber 1968 orders and it not necessary fc' me to recapitulate 
then here. However, I shall refer to s-.ne of the principal features 
of these orders; 

(i) The preparation of budget proposals in sufficient detail 
and their proper pre -budget scrutiny by the Finance Ministry is an 
essential feature of the schena, jRudget rorv-Lsicn would norEallj 
be nade cn the basis of such scrutiny only, 

(ii) ]h exceptional circunst?-mces, lunp previsions nay be nacle 
in the budget for certain urgent schems which my not be i^eady in 
sufficient detail at the pre -budget stage; such previsiens should, 
however, be based cn realistic assessnent of the expenditure litely 
to be incurred during the yearc 

(iii) Yi'here budget prw is ion has been iiade after careful 
scrutiny of a scheim, the Jiinistry v/ill be ccapetent to issue expendi- 
ture sanctions in respect of the schene and operate icn the budget 
provision without any linit of c.noiuit,. Further powers have boon 
delegated to the Ministries to sanction excess of expenditure over 
the original estinate up to a Unit cf iCfJ cr Rs, me ermo, whichever 
is less. But in cases where lunp previsiens have been mdc, anounts 
will not be available tc the Ministries for issue of any sanctions 
until full details and justificaticn for the schene have been furnished 
tc the Ministry and are accepted by that Ministry, 

(iv) An inportant feature of the BcMete .n o„r' 

financial advice should be aviilable in-fernally with the ndninistrative 
Ministries, For this purpose,, stops 0hou3.d be taken to orgimiso 



Finance, Budget and Accounts Cell with suitably tramed staff in the 
adninistrative Ministries and to appoint Interral Financial Advisers 
of their own choice, who shcikld be required, where necessary, to 
undergo a short course of training. The haternal Finencla.! Advisor 
should be consulted in all cases before the exercise of the enhanced 
delegated powers. It is open to the administrative Secretary to over- 
rule his advice by an order in writing. 

(v) Certain enlarged pov/ers for creation of posts, sanctioning 
contingent expenditure and grats and loans have been delegated under 
these orders. The powers for the creation of posts are, ho'wever, 
subject to the condition that, where theie is no specific previsien 
for that pest in the approved budget, necessary savings should be 
located and specified before sanction is issued; further, for creation 
of posts which are intended to be continued on a long tern or iDeriianent 
basis, it has to be ensured that long tern savings in the cstablishEEnt 
budget are available for that purpose. 

ihll powers of reappropriaticn withon a grant have been 
sanctioned provided there is no diversion of funds intended for plan 
scheEses to ncn-plan activities and there is no augnent at ion of the 
total provision made for adninistration expenditure (i'.e, pay, allowances 
end other charges), 

(vii) In order to enable the Ministries to scrutinise proposals 
for creation of posts and to teep a watch on the administrative 
efficiency, it has been recommended that work study units should be 
set up in each Ministry, which will function directly under the 
Secretary. These units would study organisational structures, methods 
of work and procedure, the staffing of the establishirent under the 



Ifinistry and evolving of standards of performance and norms of vork, 

The internal work-study units would be required to draw up cyclical 
programme to conduct studies, each cycle being completed in a period 
of about three years. Eropcsals for creation of posts should bo 
scrutinised by these work-study units. 

(viii) The administrative Ministries have been authorised and 
in fact encouraged to re-delegate some of their powers to the At’hached 
and Subordinate offices under them. 

(ix) A System of reporting and test checks, including 
submission of copies of the sanctiens issued by the admin is t native 
Ministries in exercise of certain powers, has been prtjscribed under 
these orders to enable the Ministry of Finance to keep a watch on the 
operaticn of the system, 

12. You will no doubt have already considerc-d and discussed in 
this Course the merits of the scheme, its adequacyin the csontext of 
the large development prograine cn the one hand and the limitations 
cf funds and trained manpower cn the other aid any snags or lacunae 
which may effect the inplenentaticn ofthe scherB, In this connocticn, 
the problems posed for discussion at the end of Dr. Thavaraj and Shri 
Handa’s palmer ore relevant. In raking this appraisal, you will, no 
doubt, have also taljcn into account your own personal experience in 
this behalf. 

13 , As you arc probably aware, the scheme as obtaining till 1966 
was reviev/ed by the Ministries in 1967 at the request of the Finance 
Secretary (md the modified 1968 ordei« v/ere issued in the light of the 
review. The main handicap in appraising the merits of the schenc is 
that we have limited experience aS yet of its operation.' The 1962 
orders which forood the base of the sebone unfortunately not 


given full trial because of the limitations subsequent I7 imposed therecn 
and the absence of suitable Internal Financial advice," Since the amplified 
scheme was introduced only about six months ago, it is too early to 
commBnt on its working. However, even the limited pew/ers availablo between 
1962 and 1966 ?/ere probably not given a full trial in most Ministries, 
partly because of disinclination or inertis on the part of administrative 
ilinistries to exercise even the powers delegated to them and also possibly 
because of resistance of officers of the liinistry of Finance at tines to 
the exercise of powers by the administrative Ministries, _ There are 
psychological questions to which I shall refer again later, but you v/ill 
appreciate that no scheme, however, good cn paper, will work unless there 
is a will cn the part of the delegatee to exercise the powers and cn the 
part of the delegator to permit the exercise of the povsrs in the spirit 
in which they are intended, 

14, There is little doubt that during the last 20 years or so, increasixg 
financial powers have been delegated to the administrative Ministries and 
the orders of 1962, 1966 and 1968 do give an indication of departure from 
the earlier over-centralised system of, financial ccntrol. In many cases, 
the limits for the sanction of contingent and works expend ituro have 
been substantially increased as compared to the ea-rliei- previsions, but 
having regard to the large increase in costs over this period, the 
benefit of these increases in the mtter of liberalisation may not bo so 
substantial. Therefore, some of these delegations may need a further 
review, particularly in regard to the ceilings for sanction of tenders, 
direct purchases and expenditure cn new works. 


15 » The crucial provision of the scheEE is that it is dependant 
on, I quote "the preparation of budget proposals in sufficient detail 
and their proper pre-budget scrutiny hy the Finance Ministry," The 
question arises as to v/hat is EEant by "sufficient detail" and "proper 
scrutiny"? Having regard to the spirit of the delegation of poviors, 
the induction of internal Financial Advisers and the devolution of 
authority to sanctim schemes, it should normally be assumed that 
caaly the essential details of a scheias or a proposal, v/ith a view 
to determining its feasibility and its suitability for sanction, with 
reasonably approximate estirretes of cost under appropriate categories 
or heads, should be adequate for the purpose of inclusion of the 
provisiian in the budget. In this connect icn, it has to be borne in 
mind that nest of the schemes in question would be plan schemes which 
have already been included by the Planning Comissicn in the Fivo 
Year Plan and in many cases oven in the Annual Plan after due dis- 
cussions, with which Ministry of Finance is also associated. Therefore 
their need for acceptability are not in quest i.-on, That is necessary 
inn order to warz-ant the inclusi'On of the la-o’/ision in the budget is 
to ensure that the ostimtes oro rcasmably accurate and have boon 
prepared by the administrative Ministries after careful scrutiny ;ind 
that the estimates of exioenditure under the various heads of oatogorics 
including establishrent, with a broad indication of the various 
categories of posts required are reasonable. There is, ho’wevor, a 
tendency at the tine of the scrutiny cf the schemes for the purpeso 
of their inclusicn in the budg^ot, for the Pincmee lini.stry to rcquii-c 
tnformti^n abo.ut inessential details which tends to delay tho 
"proper budget scrutiny" by the FinaMO Ministry, and, therefore, c. 
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sunp sun prevision bee ones inevitaM-e » The result is that the draft 
EFC Ifenos go shuttling bade and forth fron the adninistrative IBnistry 
to the Finance Ministry for quite sons tine. It is, therefore, 
necessary to lay down soeb broad guidelines' of what is intended by 
"sufficient detail" and to ensure that the details required are in 
conscnance with the spirit of the delegation of powers and with due 
regard to the OB chanisn of internal finance which has new been set 
up, A suggestion has been mde by the Team cn Financial Adninistra- 
ticn of the Adninistrative Refonos Connissian that in the event of > 
delays in the proper scrutiny cf the schone, expenditure on essential 
preliminary itens upto a certain linit of the estimted cost, should 
be pernitted, once the prelininary feasibility report is accepted . 
While this suggestion would be satisfactory so far as it goes, as 
I have stated earlier, I would be inclined to go sonewhat further 
and would suggest that the natirre of details required for pro-budget 
scrutiny should be confined to the essential features of the schonc, 
the other details being left to be deternined in ccnsultaticn with 
the internal finance fron ties to tire. If this is not done, the 
pewers assigned to adninistrative linistrios to issue expenditure 
sanctions in respect of the schenes included in the budget would 
have little significance, 

16, The powers delegated for the creation of posts my also turn 
out to be scEEwhat illusory as it has been stipulated that v/hero no 
specific provision has been naiie in the budget, necessary savings 
have to be located and specified before sanction can be issued under 
the delegated povrers. It has also been stipulated that it will 'be 
irregular to create posts in the Expectation that savings under the 
appropriate head are likely to be. available. Further, in the case 
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of posts, required on permnent or long-tern basis, it has to Idg ensured 
that long tern savings in the establishnent budget are available for 
that purpose. These conditions are rather restrictive- and nay tend to 
nullify the benefit of the delegation purported to he rado. In this, 
cannecticn, it has been the experiences of SOnistries that the I’-re- 
budget scrutiny cf the Finance lllinistry vfas so stringent that no 
cushion whatsoever is alloved for any unfoiesoen itens. The location 
of long tern savings nay be even nore difficult and the le fore the pov.'cr 
to create posts on long tern or ixirnanent basis my be noro or less 
infructuous. This position needs to be reviewed* It nay bo desirable 
that sene cushion is pernitted m the budgpt cstiixites to allov? for 
snail and unforeseen itens, particularly tenporary posts, being sanct- 
ioned under the delegated jjowers. Sinilarly, the delegation of ncro 
specific povrers for sarcticning posts an. a Vang tern basis withiti 

some restricted ceilings and subject to suitable conditims, nay also 
be ecnaidered. 

17, V&ile the powers cf reappropriaticn. now delegated are fairly 
large, the restriction regarding reapx)roprie.tii'ai of funds invclvlngd 
augnentatim of the total prov is icn of a grant for ^ 
administrative costs, needs further ccsisideration. The 
desirability of restricting the administrative cost to the. mininum 
necessary to achieve the objectiiK is unquestionable. However, v'ith 
the induction, of internal finance, the need for reference of such 
cases of reappropriaticn to the Ministry of Finance is not obvious, 

as the Ministry cf Flnanca would haw little to contribute to tlie 
examinatim of such cases, " ■ 
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18. While recognising the improvement in the delegation of financial 
po\«rs over the position attaining before Independence, one has to look 
ahread in a bigger way, particularly in the ccntexo of the increasing 
development programiaes, the large budgets operatecV upon by the individual 
Itinistries and the administrative and. financial expertise that is being 
developed in the administrative Ministries, It is, therefore necessary to 
consider seriously the suggestions in para 7.14 of the Report of the Study 
Team on the Machinery of the G-ovemment of India etc. These suggestions 
include the delegation of selected respcnsibilities in regard to the 
scrutiny and admission of budget proposals of the administrative Ministries 
and the preparation and approval of the budget estimates by them. In this 
connection, it has to be borne in mind that, as has been pointed cut in 
para 7*11 of the Report, the bulk of the estimates even for the new schemes 
are fcr small amounts. It is obvious that for implemen .-Ating the suggest icaas, 
the structure and staffing of the internal finance would have to be stren- 
gthened and the status of the ad-viser raised, with correspondings_ thinning 
cf the "Associated Finance", 

19, This brings me to the scc:;nd part of this talk, namely the role of 
the Financial Adviser, As you are awfare, until 1955, all the financial 
sanctions, other than these relating .to purely routine matters under the 
delegation of financial powers, were isssued by the Ministries v/ith'the 
concurrence of the Ministry of Finance. However, from that year, it was 
decided, in pursuance of Shri Chanda’s reconnendation, to induct Internal 
Financial Advisers to assist the Ministries, This was dene on a limited 
scale and in the beginning, I believe, it was 

.... 17 /- 
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restrifcted to the Ministries of Ixriqation S. Power and 
C^mrnunications. With the passinn of the 1962 orders, 
extension of ' tnis sy^tam to other MinliC-ulteS became 
necessary but it was not apparently fU'ly imnlemented, 
Hfiwev ex , ' a s I have mentioned earlier, an essential 
feature of the October 1968 orders is that competent 
internal f inancial advice should he 3vail?ble v/ithin the 
administrative Ministries, The functions of the internal 
Financial Adviser have also been outlined in detail in 
Appendix I of these orders „ The nrincinai duties are 

(i) Watch over the budnet procedures and the 
scrutiny of budget proposals and proposals fox 
■supplementary demands for nrants before ttey 
are sent to the Ministry of Finance. 

(ii) Proper maintenance of Departmental accaunts 
and watch over the "propress of expenditure aqainst 
■sanctioned qrants, 

(iii) Advice . to the administrative Ministries on all 
matters fallinp within ;t he' field of delegated powers 

(iv) Assistance ■ in the. matter of Appropriation 
Accounts, Audit Reports, Estimates Committee Reports 

(v) Scrutiny of proposals before ttey are ref«'xred 
the Finance Ministry for concurrence or comments 
and watch over repular and timely submission to 
the Finance Ministry , of the^ various reports and 


patuxns required under 1968 orders. 




20. While the Internal Financial Adviser is resoonsible 
to the administrative Ministry and can be over ruled by 
tho Gecretary of the Ministry,: there is "Iso an external 
Financial Adviser or Associated Financial Adviser, by 
whatever name he may he called, who exercises some of the 
mowers of the finance Ministry and advises on its behalf. 

In this camacity, he is obviously resoonsible to the Finance 
Ministry. 

21, Since the system of Internal Financial Advisers has 
only been troduced recently in most Ministries', it would be 
somewhat nremature to apnraise the efficency of their role 
at this staqe. A point has been raised from time to time 
whether an officer who is subordinate to the Secretary ©f 
the Ministry can tender independent and objective advice. 
This p©int, however, loses sight of an essential featuxe 

of oui administration, particularly in the Secretariat, viz 
that every officer is required to consider matters in a 
purely obiective and unbiassed manner with due regard to 
the nolicies and interests of the Government and the 
country and to give honest and impartial advice and 
assistance to his superiors and to Government „ Therefore, 
it is not only Internal Financial Adviser but also all the 
other Secretariat officers such as Under Secretaries, 
.Deputy Secretaries and Joint Secretaries, functioning 
under the Secretary, as also the^ Secretary himself, are 
cxnected to function independently and honestly, with due 
reaard, of course, to the practical needs of the situation. 



Therefore, there should be no difficulty in the Internal 
Financial Adviser tendering honest and indenendent advice 
and the doubt raised appears to me to be ioointless» The 
■Secretary retains . the rig ht of overruling the Internol 
financial Adviser as he >^rauld overrule any other officer 
subor'-’inate to him. This nower and aut hority will , no doubt 
be exercised by him with due consideration and after nivi.ne 
full weighi: to the advice of the Internal financial Adviser„ 
22„ Hoover, for tns system to be nsaful and effective, 
it is, necepsary to exercise care and discrimination in the 
se]°ction of Internal financial Advisers. It is imperative 
that tne Internal Financial /advisers axe drawn up from 
amongst senior officers with a lequotu backqrouod and 
training,. Lik-e his counterpart in tne U,K, , he would be 
or should be am.ongst the imnorxcnt officers of the Ministry 
and his' im'portance would increase if the suggestions of the 
stu b' team of the Admin ls''rative Refo.T,.s Gori’mission are 
accepted. It is essential that no should have a oocd 
’^ackoround of admiriistratn-e ?>:perience. It is also 
desira’-le that he should have some financial background 
and experif^nce of .financial matters, tJhere tne officer 
does not have the requiaita experience, he should be nivcn 
training in a course like the one you are undergoing at 
present at the earliest oosnible time, XI would also bo 
uscifni if there is periodical change of officers' between 
the financial wing and the ■other branches of administration, 
■-as tnis would 'enrich -the .it -.experience and make ttem more 
useful tc 'Gwe.rnm.ent . ' . -Inf tnis -xonnectioh, it must be homo. 



in mind that while there is no doubt that a certain degree 
g£ specialisation in finance is required, what is even more 
ivnO’-^lant is that the officer should have a good power of 
comprehension and a balanced dudqmente 

23. The question would naturally arise as to what should 
he the role of the External Financial -^viser after the 
system of Internal Financial Advisers is fully established^ 

I think it is necessary to look at the question in an ' 
inteprated and not a eomnartm.entalised manner„ The admin is« 
tration, the internal finance and the external finance are 
all limbs of the sarnie Government machinery witn a common 
obiect, viz. the implementation of the policies and decisions 
of Government in a business like and economical manner^ 

In particular, the Internal ■finance and External finance 
should be comnlementary to each other and should, therefore, 
function in a coordinated manner. It is particularly 
desira''le to avoid duplication of work in the examination 
of proposals, bath in the interest of economy and efficiency. 
Normally, once the proposals and schemes have been thorou- 
ahly scrutinised by Internal 'Pinancial Adviser, there should 
he no need for further detailed scrutiny in the Ministry of 
Finance. It is, of course, always open to the Ministry of 
Finance to give its advice on broad questions of financial 
policy, but, apart from this, there should '-e no need far 
ab initio examination of the entire mat+er once again in 
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the Finance Ministry. If this pattern of work is not 
and proper conventions developed,' the -oosting of an Internal 
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wheel to tha coach. In thi? connacticn it is also iel"’vant 
to rr.ention that wit n the ishment of a sound system 

of internal finance, tlie nronosals al: aaf^y vetted ox scruti- 
nised 'ey the Internal -a^inanci * ;r, rr.-: l ' 

attention at a sufficiently hiqh level in the' Finance 
Ministry and not turned down at lower levels. In fact, 
if the princinlG of delenation of financial nov/ers is 
fuitfisr extended as suqnested hy the Study Tearr o' tno 
Administrative Refoxrf'S Commission and exooer conventions 
esta’'! is had, the distinction between internal and external 
finance may not a real one the external finance confin- 
■ inn itself to the budnet nrovisions, matters of broad 
policy and establishment of guide-lines fox scrutiny and 
sanctioning of proposals. It is hoped that with these . ’ 
conventions, the role of the Hs+obiishment Division of the 
finance Ministry would be confined tn more important 
matters and. the question of minei iel3x'»tions could te 

’'■y' the Ministrib: themselves , ?n the, context of : , 
the overall policy in this behalf. b: 

24. Before concludinn, I minht refer to som'-= other 
incidental matters r«l3tinn to deleoation .of financial 
powers. As has b"en emphasised in the 1068 orders, the 
Ministries in turn are expected to delenate some of their 
financial powers to their a+tached and Subordinate offices. 
This is 3 very import^'nt aspect to. wnich every , Ministry 
should qive i+s close attention. Such delonations are an 
intenral part of the scheme and its purpose will be 
defeated if" additional' .p*3v»?ors'. axe retained ty the 

22/- 
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Minis tries V(/lt.heut a c.>r res pond inq increas e 
nowers of the Attached and Subordinate offices. It hat is 
important in the ultimate analys is is that the mian in the 
field should, have sufficient discretion and authority to 
implement the nroprammos withGut frequent reference fcr 
ouidance and orders to bj.pher au''-,ho':lti>35 and the headqua-.- 
25 a proper exercise of the functions and power j at 
different levels of .the hioxarchys it is essential that 
not only the Ministries and departments but the ittached 
and Subordinate offices shoulci have precise knowledoe abc't 
the functions and powers of the officers at various levels.-. 
The rules and reaulat ions are chanainq so fast that it is 
essential that every officer is supplied v/ith an up^to-date 
manual of powers enj.oyed by him, as well as by the officers 
both above and belcw him with wh, m he has to deal. This 
is an aspect of work,, which, I m.ust confess, is sadly 
neoTected, Ma.nv of ■'■he cc'^es 'and ma'nu?. .s, will be fou.:|d. 
bulaino with correction slips , which- m'iqht anain not be 
complete. It is, u.nf ortunately , common exeerience t-hat 
when tte revision of a cafe or manual I 3 comnleted and by 
the time it appears in print, the contents are already 
somewha't outdated., I'l; is, ttrsxsfoxe, desirable to devise a 
mechanism by which such chances , as are inevitable, are 
incornorated in the manuals .and cw’qg with the least possib:' 
• delny iyy:>Fur:f ;i^:r 

Dopartmeri'I: brouchc out. for the ,v?se, of ’tho offices under its 
control a readable -broc.hnre or pamphlet . s tat inq the oewers 
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and functions, particularly financial pcwexs . deleqated 
the officers at various levels.’ 

2iS.- A-nothe r hancl’icao' - lu . cffc propwi. — '■ 
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scheme may be the lack pof orientation and trainin 
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efficers, With the large scale recruitment to Gavornmeu:; 
d e pa riments._ in the initial period of tho era of nlanninc 
and the general dilution of the standards aii^/rouri’’, the 
question of organisi.nq neriadical in-service training to 
officers and . persepne 1 at ail levels has become very 
imp^rtant„ This aspect has ra^ceived cons icier -d.-lc attont'Ci 
of Government in tha past and coexses like the one you ere 
underqoiiiQ at nresent have been ©rqanised, Havjevei'j othoi 
functional courses tailored 'to the requirements of the 
individual dspartments v'ould I .'0 desirable to ensure tba;, 
the officers of tiTm concerned depactments have ari dfcHruo .... 
knowledge of the. rules and :odss of tne department to 
enable them to. exercic q their . p'owors end discharge t.hei.’ 
duties in an efficient manner,. 

27, The deleqr»t:lnn of •.-..ovraro, whether administrate''^ o' 
financial, is ultima ’coiy art -’Ct of faith. Therefore, rh.c 
apnroach to this problem has to be one of censteuctivencs-b 
end .imagination, witnful’ knowledge of the pitfalls, '^'ut 
with conscious decision to take calciiiateU risks, Ir. 
financial .matters j G-avernment in the paetj^ .has been some- 
what chary of taking these risks as they may h'’ve large 
financial implications. But it .has to be realised that 
the administration las .qrewr. to such prodigious dimensio".a 
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and the activities h'3ve become so far-reachinq and 
complex that without proper deleqation, the work of 
Government would be jamrrad and the intentions of achieving 
development of a fast pace would be frustrated. It is in 
this context that the question of larqer deleqations 
has been considered and 1968 orders issued. But it would 
be wrong to nave a feelina that this is the end of dele- 
nations: in the chanqinq society and economic conditions, 
administration cannot rem.ain static. Apart from, the 
extension of further delenations, what is imnortant is to 
implement the existinq delegations in the spirit in which 
they are intended and not to frustrate the object by the 
raisino of netty and technical objections on the nart of 
the delegator. At the same time, it is necessary for the 
delegatee to develop the will and ability to exercise 
those powers with due care and discrimination. Delegat- 
ion of course implies the exercise of checks and super- 
vision by the delegator but these should not be cramping 
in style as to thwart the very object for which the 
delegations are intended. There was an old quip about tne 
British Treasury that it was like an inverted Micawber 
waiting for things to turn down. V]e in this country 
should resist this temptation to wnich it is so easy to 



INAUGUiUL SPESCH BY SHRI S.RAJWANATHAH, 

Comptroller & Auditor ’General of India 
•at ttie' Indian Insjtitute of Public 
Administration on 1st March, 1972, 

PERFORMANCE AUDIT 

1 am glad to be with you today in inaugurate this ^ 
course on * Performance Audit*. I ha'^e all along been an 
advocate of building up an effective system of internal audit 

to serve as an aid to management. It is, therefore, Particu- 
larly heartening to me that this Course is primarily intended 
for the officers of the Indian Defence Accounts Service who 
function as Internal Auditors of the Defence Denartment. The 
idea of my today’s talk is not to tell you how to conduct 
performance audit. I shall concentrate more on general 
principles and concepts with special emphasis on performance 
audit in its application to State-owned production units - 
Government companies, corporations and departmental units 
and the role of internal audit therein. 

Perfoimiance Audit in broad terms means appraisal of 
performances of an enterprise. To ascertain how ell the Job 
has been done by the enterarise, one has to know ^ihat should 
have been done or the objectives of the job. Objectives are 
needed in every area where activities are Involved to achieve 
results. ’ The objectives spell out what results the performances 
must aim at and what is needed to work ef^^ectively towards 
this aim. This implies dectslon-raaklng. A decision Is a 
course of action which IS' deliberately chosen for 



achieving a desired result.: ,- Performance Audit is concerned 
with the entire gamut of this declsion-malcing process. 
Anpraisal of performances of an ordinary business enterprise 
is comparatively much less of a complicated problem compared 
with that of a State-owned enterprise for, ’in the case of any 
private Sector business firm the prime objective is profit. 
As , Joel Dean' -observes ■ : 

"A business firm is an organisation designed to 
make profits and- the profits are the primary 
measure of its success. Social criteria of 
business performance usually relate to quality 
of , products,, rate of progress and behaviour of ■ 
p.rives,: But these , are . tests, of the des-i/r ability ■ 

• of the whole profit system. Within that, system, 'profit 
are the acid test of the individual firm's 
■performances”. 

i(|hen production is . profit, oriented, the relation 
between planned or realised profit’ and the capital input 
becomes^ the only criterion of investment effectiveness, 

.This, cannot however be the only criterion for judging the 
performances of a public sector undertaking', ' as the aim of 
nationalised production, is not more profit maximisation, 
but maximisation of netv^fare. ■, Conceptually, . the philosophy 
of net welfare cover objectives of ..wider.; import like !- 
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' (i) Creation of employment opportunities; 

(ii) removal of regional economic imbalances; 

(ili)imoort substitution ani/or exnort promotion; 

'(iv) provision of infra-structure ani creation 

. of a self-reliant ani . self-.generating economy^? 

(v) optimum utilisation of scarce national 
resources for ■nrOiuction of goods an'^ 

. services most economically,, consistent with 
the .goal of certain socio-econom.lc 
objectives laid down in the Directive 
Principles' of State Policy. 

0 ■ ■ Before developing these ■concepts further, let us 

: track ba"Gk a little to ' have a brief resume of the evolution 
of auditing practices in India,’ particularly in relation' 
to public etiterprises, making ' Such audi t more and'' more 
■;peffQrm'ance*' oriented-. Auditing is commonly understood as 
■ scrutiny of trails actions by an outside authority and ' reporting 
the res'ults thereof to the owners of the undertaking. Auditing 
practices ih India have not,^ as a rule, except irivery rare 
' : instances, and, until ' recently been known to cover anything 
beyond the regularity aspects of transaction. The traditional 
system of audit'.is designed to examine if the expenditure 
has been incurred with proner authority, if the revenues have 
been accounted for, if they have been properly classified and 
- presented at periodical intervals according to the generally 
accepted norms of presentation and disclosure. In other 
words;,' such a system of audit ensures only the verification 
of accuracy of the recorded transactions and reporting' 
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deviations through ’the system of reporting by exception. 
Present trends in evolution of auditing practices all over 
the world are admittedly in favour of an auditing system 
which is something more than -mo re regularity audit,,. It 
is being designed to safeguard not only the interest of 
owners, investors and creditters, but also of the employees 
and consumers, , Introduction of cost audit in industry and 
setting up of the Bureau of Industrial Cost and Prices are 
pointers in this direction. The framers of the Constitu- 
tion demonstrated remarkable foresight and werej in fact, 
the tarend-setters of what_ is today known as perfoimance 
audit, While moving an amendment for insertion of the words 
”any other authority’* in Article 149 of the Const! tutlouj 
Pandit Friday Nath Kunsru said in the Qonsti.tutent Assemblys- 
”The State has Invested or will invest crores and 
' crores'of Rupees In these Corporation, The power 
of the Auditor General should be capable of expansion^ 
so that Parliament may have an independent authority 
at its disposal in order to satisfy 'itself of the 
soundriess of the management of the- authcrri’tles 
created' by it,” ■ d • . , 

Therefore, the need arose' for a- s.ystem of acccunta- 
blllty of such undertakings, entirely different from what 
‘In practice prevails in non-Govemment organisation, A 
system^ of audit has to be evolved in such e manner as to 
report not only the true and fair view of the transactions 


recorded, but also to assess the efficiency of operations, 
to spot wasteful onerations and locate areas of weaknesses 
in control. Emphasis, therefore, shifted more. and. more 
to the scrutiny by the Comptroller'& Auditor General of 
what is known as '‘Property .audit This system of audit 
was desl.gnGd to find out if the expenditure has been ' 
incurred with wisdom, faithfulness and econom.y, ’ ,A.s a 
further aripllflcatlon , the concept of "propriety-cum-' 
efficiency audit” was evolved. This system of audit was 
primarily directed towards ascertaining as to how well the 
affairs of an undertaking have been mana.ged, if- the 
expenditure has been incurred for the purpose for which it 
was mean't and also" if "value for money" has bebn obtained 
by the expenditure Incurred, Such a comprehehst'vc audit 
brought out various fields for improvement, as brought 
out ib the Various Audit Reports which were considered by 
the 'Pub lie Accounts Committee and the Committee on Public 
Undertakings; the ge.nerality of the recommendations made 
by these’ Committees. o.n the basis of the material contained 
in these’ Audit Reports will, I think, on objective . consi-, . 
deration, confirm the usefulness of the system of audit 
of Public Sector Undertakings In India, .This matter also 
came up for consideration by the Administrative -Reforms 
Commission which recommended the setting up of Audit 
Boards for conducting an appraisal of performance of 
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undertakings every year by associating with officials of 
the Audit Departinent=.persons having .technical knowledge, 
and were, familiar with the expertise in the administration/ 
management of such or similar undertakings, .Accordingly, 
the Audit Board .pattern has come into vogue with. effect 
from 1.4. 1969. 18 Central Undent akin. gs have already been 

reviewed by the Audit Boards and 13 more are under review, 
With the introduction of the Audit Board pattern, for 
appraisal of performance of the public sector undertakings, 
the techniques and approach of audit 'have undergone signi- 
ficant changes. The appraisal of performance is now 
primarily directed to ascertain how far the objectives 
of the undertaking have been attained; However, in the 
case of many of the undertakings, the objectives have not 
been spelt, out clearly either at the time of setting.up 
or subsequently. In cases where objectives are clearly 
laid down, it should be possible to direct audit, scrutiny 
towards a meaningful appraisal in. order to co.me to definite 
conclusions, .as has, .been done in the, case of . National 
Building Construction Corporation Limited or the National 
Projects Construction Corporation Limited, 

The objectives of public sector undertakings are 
often a combination of financial and non- financi al , factors. 



Again, there are ooasions when immediate financial 
objectives of an undertaking are found incom.patible with 
the objectives of net welfare considered desirable from 
overall natio.nal strategy,. The State Trading Corn or at ion, 
for example have to come in a big way, even at the risk of 
loss, to provide price support to commercial crops like 
jute with the long range national necessity which could be 
secured only by assuring a reasonable price to growers, 
to avoid shifts in crop patterns that may create shortages 
in juite availability adversely affecting the earning 'of 
foreign exchange .for the country, and providing employment 
to a much larger number of citizens. Or take the case of 
NB?A Mills, where for various reasons the Paper Plant In 
the Expansion Project came up earlier than the Matching 
Pulp Plant, This mill had to sell newsprint at a price 
lower than the price of the imported newsurint and was 
sustaining some loss on its production. Ins cite' of the 
capacity created in the Pan er Plant, there was no 
motivation for the undertaking taking un nroduction of 
newsprint by lmnrotlng':jEi;upulp till the,, Pulp Pla^t was 
ready, as it would only increase its loss. As a result, 
the country was losing substantial foreign exchange., 



As a corporate strategy, It., was perfectly logical and 
sound for the undertaking to keen the capacity idle to avoid 
its loss. However, considering the '’onportuni ty cost” of 
saving foreign, exchange and- utilising capacity already 
created visi-a vis the loss at the level of the undertaking, 
Government are examinln,g the need for utilisation of the 
capacity of the Paper Plant hy using imported puln. to ave 
save, substantial, foreign exchange, keeping also in view the 
question of compens-ating the undertaking suitably for its 
loss. What I want to brin? home is that in conducting 
effective performance audit, the objectives at' the micro- 
level cannot be considered. in isolation, ignoring the 
objectives at the macro-level alto,g9ther. This is'_an 
important and distinctive characteristic of Performance 
Audit of State enterprises. 

Investment appraisal is one of the impo-rtant areas 
in any system of, nerforraance audit. It is here that the 
concept of maximisation of net welfare nlays its dominant 
role in deciding the choice of the area of investment. In 
its application in a'anblic sector, the choice of areas of 
investment in -most cases is' decided centrally at the level 
of the Planning Commission and the executive Governments 
concerned, , having re,gard to the overall national benefit, 
not necessarily using profit as the sole cT^iterlon for 
judging the Investment effectiveness of individual public 
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sector undertakings. 

Appraisal of performances of the public sector 
undertakings having net welfare as then- aim, is not easy, 
as It Is extremely difficult, may Impossible to quantify 
some of- the social and economic effects of nationalised 
production on the economy of a country as- a whole* nor is 
there any uniformity in measuring such social cost-benefit 
in precise monetary, terms. However, at the micro-level ’ ■ 
board indications of achievements in various directions 
can be attempted in an overall manner somewhat, on the” lines 
attempted in Part I of the Central Commercial Audit Report 
for the year 1969-70, The, Bureau of Public Enterprises 
or the Finance Ministry in their economic review annually 
could well attempt such an analysis and bring out, if not 
comparatively, atleast in absolute terras the benefits that 
accrue from the, public sector. ■ 

Inherent in , the concept of growth is the -need for 
recognition of creation of further wealth. The concept 
of net welfare thus- -does not treat .the profit criterlan 
as som.ethin,g ignoble. Having indicated all the factors 
inhibiting adoption of profit as the only crlteron for' 
performance analysis 'of State enterprises, one has to 
recognize that at the micro- level, profit is a very 
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important and material yardstick of appraisal. In spite 
of the differences between the private sector and public 
sector undertakings, they have a common motivation of 
reducing costs. This assiares particular significance in 
the case of public sector undertakings, many of which, for 
various reasons, enjoy a sheltered market. The emphasis 
in performance appraisal of public sector undertakings 
should, therefore, be on finding out if goods and services 
are produced at the most economic cost within the frame- 
j'ork, of, the overall objectives of nationalised production, 
l^n. other words, the central then© should be cost-analysis 
.n all its ramifications. This presupposes existence of 
. suitable information system within each undertaking, 
o performance audit can be purposeful unless the 
anagement introduces an effective system, of unlterrupted: 
low 0;f information and appreciates the need for examination 
f costs critically at different stages. The Management ■ 
ist understand the relationship and interplay of the cost 
)lume factor and the behaviour of cost in the' economic 
ivironment of a particular undertaking. Though most of 
le public ' Sector undertakings have introduced cost 
counting system' in some form, 'application of. modern 
chniquee of planning and control, llkp standard costing, 
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hudne + ary control, management accounting,, opemat'ion'al' ' 
resea^cn, lin9,3t prcqramminn ^ etc, are , yet to be effective 
and compiete. As a result, the desired mananement 
information doGS not flc-m; mulaxly and ‘^venly, making tbs 
t.-sk of Appraisal extx^’mely difficult. It is here that the 
Internal .Auditors can nley an increasingly useful role by 
devising suitahie m'.naqemcnt information svst'-m in 
consultation and collaboration with the Industrial Engineers, 
Planners and other technical people, 

Havinn explained tn' contraints in the ma'tte.r of 
pnrform?nc'-? analysis, the most imrort^nt method of assessing 
e-^^iciency of any m.anuf actux ing undertaking will be to measure 
its productivity Dx_what is. known in economic .iarqon as 
"contributed valufd'. In manuf.aetuxim undertakings which 
are "ss-ntially servide or s+rat-anic industries like defence, 
the extent of import subst itution an'^ teciinological improvement 
indicating broadly the self-reliance attained, and at 'what 
cost, will re the,. .most objective t-^sts of peTformance' 

apnraic a]_, 

Conct-ant vigil- in the form of ^ continuous evaluati'ian 
of the d-'-cis ion-making process and psrfoxmances is the key 

note 0 '^ success of any undertaking, I- noticed with interest 

- :d-. . 'r: qe;' : 1- >:■ " ^ I'l ' ■ 


one ra'cant -an.aiysis of Indian foreign Tr-^de (1^^49-1971) 
whcr-oin the Con'^ri ’-utor observed -as follows 



.Comm'-rce Anr^ucl Mumi'-ar. 1971, 
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. .CM- r.^'ices in a relative sense 
are : qenerally too high . . . . . . ... . . . , . 

Fare more intractable aspect of high nrices of Indian 
products is linlced with the low level of efficiency 
and cost-consciousness arDong those who run Indian 
industry. 

V To a considerable extent,- this awful disrenard 
for ef-'^iciency and cost is due to fact that fox 

the , last 20 yeaxs or so, th-- en-^repreneurs h-^ve been 
enjoying a cofapletely sheletered market wnare 
pr:=ctically anytning could be sold at any price. 

Since the profits were eorhed so easily, few 
bothered about efficiency and cost”. 

In any system of performance audit, pricing no’’ icy 
should be subjected to a searching-, scrutiny ,-pp,rticularly to 
locate concealed low' productivi'^y and under- employment of 
empl»3yees. In a recent analysis of an undertaking where 
there was a wane-price-rise-race , the productivity was 
foun""’ to increase only by about 30^ while wages registered 
an incr'=*ase by about 78^ Jw'er a neriod of six years. As 
furth-ar price increase was not pos^i^-le, the undertaking 
has not only gone into red, hut has been placed in a very 
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In this arpa, aqain, the IntPxnal /luhitars, by being 
constantly within t.he orqanisation, can, in collaboration 
with Commercial and Production M'-’naqers, make very useful 
cunstrihution .by critically analysing cost 'and ten.dering 
advice in formulation of -a rational pricing policy for the 
success of the enterprise in the long run, 

Althouqh I have talked mostly in relation to 
nroducinn units, the ''‘aslc concents of conPuctinn ’oerforrrancs 
audit in a tTadlno or otnet service units would not b-’S 
s ionif ic^ntlv, di'^''’erent, Tno tnost i^'r'ortant noint to be 
^orne in min'-' is that ths met 00^0! ooy of nerformance audit 
cannot be a straioht iac''*t and h-s to be adanted siiiftinq 
the emonasis deneniinq unon t ho on ' r?rnrise to be subi acted 
to such aonraisal. 

The distinction betwo'^n . Conventional audit and 
Performance audit is. well known,. It .staT'S from, 'thb necessity 
of '••’t + achim 1 .es= ir.nort?nce to individual irreoul'-rities. : 
cor’'itta‘;i in tne day-to-day' nanaoement than to the consider.-'t ion 
of effects of mcnaoerial decisions on the reiform^nces and 
objectives of sue h undertovinos. Detection and r-^nortinq 
of individual cases of loss, wcs+soe, 'infructfeous 
expenditure and irreoularities ax2. 'real ly on] y incidental 
to performance audit, - ' 



The history of evolution of t^orforrrience audit in otnor 
a'^road ’T'.ekos it .abundantly deaf th"t tho initiativo for 
devisin'^ such a svstsrr' of .anntalsal caraa froTt' ths raananoponts 
tnemselves. The rnstivation was to use it as a tool for 
aidinn manaaement in the decision-making process and 
formulatino strategies. The essence; of all management 
techniques is to work out and nresent data in time before 
they lose, their value to management as aid to decision- 
making. Performance appraisal by external Auditors is no 
doubt necessary and desirable, but it can on''y be a 
periodical affair: it cannot take the place of = continuous 
evaluation hyi Intetn=>l Auditors of the efforts of the 
management so as to aid them in adjusting tlaeir policies 
and courses of action as warranted by the needs of both 
short-term and long-ra^'^e planning. Any effective management 
should, therefore, develop an in-built system of conducting 
Performance Audit of its efforts. Internal Auditors being 
intimately conversant wi+ h the entire r^^^ae of opex-tions, 
can make worthwhile contributions in locating the 
gaps and weaknesses of >^oth the decisions and the 
management .inf oxmation ^..system, and suggest from time to time 
suitable modifications. The’ effectiveness of tha system of 
Int&rnal audit as a real aid to manaaement should not only 
nrovide insulation from exnosure, to outside criticism by 
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taking oarrectivs action in time, tut is also likely 
to motivate the External /-Auditors to do an appraisal more 
of the effectivness of the system in the main. This can 
necessary decree of independence and sense of security. 

After all, no system of control is better than self„control. 
The concept of Performance Audit is comnaratively 
of recent oriqin. Effective practical implementation of 
this concept cain proceed and develop only with experience, 

A heoinning has now been made in oar countrv and I have 
no doubt th^t the undertakings will in'^roduce it in an 
everqrowing measure in order to maximise efficiency in 
operation, I should say in conclusion, it is perhaps 
nece-ssary to hear in mind that the techniques ©f performance 
audit sre capable of beinq used more e-^fectively and 
m.eaningfully in a producing ox trading en+erprise^whet her 
a company or a departmental undertaking’ '^■^f active perfoxm.ancc 
audit of the aqqreqate of novernmental activities such 
has, however, its own limit-^tions and constraints. 




